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OVERSIGHT ON NATIONAL DIRECT STUDENT 
LOAN PROGRAM REGULATIONS 



WEDNESDAY, AUGUST 18, 1982 

House o,^ Representative's, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D.Q 
The subcommittee met, pursuant to call, at 9:47 a.m., in room 
2257, Rayburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Members present: Representatives Simon, Ford, Peyser, Weiss, 
Erlenborn, and Erdahl. 

Staff present: William A. Blakey, counsel; Maryln L. McAdam, 
legislative assistant. Betsy Brand, legal £ussociate; John Dean, legal 
associate. 

Mr. Simon. The Subcommittee on Postsecondary Education will 
come to order. 

I will enter a formal statement in the record. 

I am concerned about the regulation that we have before us as it 
impacts the NDSL program. I am concerned for several reasons. 

One is again we have a time problem. The publication of the 
final rule comes 204 days after the proposed rule was first pub- 
lished. 

We have, second— and I think most important from my point of 
view — a problem in that we are judging everyone by the same 
standard. We are assuming that a community college in East St. 
Louis with all kinds of problems has the same opportunity to col- 
lect that Harvard or Yale has to collect. 

What we do when we make no distinction is that we in fact dis- 
courage the poor school. I don't mean poor acaderrucally or other- 
wise, but the school that serves the low-income population. That is 
frankly the major concern that I have. 

The regulation, finally, provides no incentive to schools. It is 
simply an arbitrary, across-the-board cutoff. 

I would like to make clear also that I favor pushing loan collec- 
tions. I was a sponsor of one of the bills that had the IRS cooperate 
on student collections. I don't think we should be absolving schools 
of their responsibility. I am not suggesting that no school should be 
cut off, but I am concerned about where we are going and what we 
are doing. That is the reason for the hearing today. 

[Opening statement of Hon. Paul Simon follows:] 
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Opening Statement ok Hon. Paul Simon, a Representative in Congress From 
THE State ok Illinois and Chairman, Subcommittee on Postsecondary Educa- 



The Subcommittee on Postsecondary Education holds a hearing today on the De- 
partment of Education's final regulation governing campus-based student aid pro- 
grams. We are specifically concerned ..iLh the impact of the August 2, 1982 regula- 
tions on colleges and universities thaL participate in the National Direct Student 
Loan (NDSL) program. The August 2 regulation is identical to the proposed rule 
published by the Department on January 7, 1982. The final regulation makes three 
.specific changes: Calculatior ^f the Federal. Capital Contribution (FCC) which is the 
amount of new Federal dollars allocated to institutions each year; the eligibility of 
institutions to receive awards based on default rates; and the method of appealing 
an award determination by the Department of Education. 

I am concerned about this regulation for several reasons. First, the late publica- 
tion of the final rule (204 days after the proposed rule was first published in the 
Federal Register) has placed participating institutions at a serious disadvantage. 
Those schools that may lose their Federal Capital Contribution have received this 
notice less than 30 days before school opens. Many other institutions, which remain 
eligible for the NDSL Federal Capital Contribution, must await the expiration of 
the 45 day statutory review period before receiving any new funds. 

Second, the final regulation has a disproportionate impact on black colleges and 
universities, community colleges and urban universities which service significantly 
low-income student populations. Wliile it is entirely fair to hold institutions respon- 
sible for their failure to effectively monitor and collect student loans, present and 
future generations of students suffer when a school is denied its Federal Capital 
Contribution. 

Finally, I believe the Department's final regulation reduces the incentive fo." insti- 
tutions to make substantial progress in reducing their default rates. An incentive 
system in the existing regulation is discarded in favor of an absolute and automatic 
cutoff at 25 percent. Many institutions which have made substantial progress— re- 
ducing their default rate by as much as 50 percent— will be penalized under the 
August 2 regulation. Additionally, schools with very low default rates are also being 
penalized under this regulation. 

I am pleased to welcome to the Subcommittee today my friend and colleague 
Walter Fauntroy who, along with many other Members of the House, asked the 
Subcommittee to look into this matter. A group of college presidents and adminis- 
trators will also be presenting information on the impact of these regulations on 
their institutions. 



The Reagan Administration does well to track down borrowers who default on 
Government loans. But picking on the small National Student Direct Loan Program 
is a dubious way to begin. 

The Department of Education's decision to terminate eligibility in the program 
for schools with default rates of 25 percent will mostiy hit black colleges and voca- 
tional schools serving poor students, while making only a small dent in the problem. 

Defaulted Government loans now total $9 billion, $3.3 billion from student loans. 
^The rest is owed to 17 Government agencies including the Veterans Administration, 
the Federal Housing Administration and the Small Business Administration. 

Senator Charles Percy proposes an approach that makes much more sense than 
concentrating on small colleges. It would allow the Government to collect defaulted 
debts from the paychecks of Federal employees. It would also let Washington charge 
interest and penalties for unpaid debts, use private bill collectors and report bad 
debt to credit bureaus. 

Even more might be accomplished by using the Federal tax system to recoup 
loans in default, a procedure used successfully at the state level. Oregon, for exam- 
ple, has been deducting loan payments from tax refunds since 1971, finding it cost- 
effective to collect even small amounts that might otherwise be written off. 

Tax officials object that such use of the tax system would force taxpayers to hide 
more of their income, overload the I.R.S. with complaints and destroy the "volun- 
tary character" of the income tax. But that is a fiction. Oregon has not found sig- 
nificant differences in income reporting, and complaints have been minimal. 

Eventually, borrowers might even be able to use the tax system to pay off Govern- 
ment loans with payroll deductions. That would make it possible to let students pay 
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according to ability, stretching out payments when income is low, speeding them up 
as it rises. The case for such an approach, especially for educational loan programs, 
seems compelling. 



THE SECRETARY 
WASHINGTON, D.C. 20202 




JUL 21 1982 



The Honorable Paul Simon tJ\lL2l iQoo 

Chairman ^ 
Subcomnittee on Postsecondary Education 
Conmittee on Education and Labor 
House of Representatives 
Washington, D. C. 20515 



Dear Mr. Simon: 



Thank you for your letter in which you delineated your concerns regarding the 
Department of Education's proposed regulations governing the distribution of 
Federal capital for the National Direct Student Loan (NDSL) program and the 
disbursement of final awards. 

The Department will not make final awards of new Federal capital to institutions 
until the final regulations are approved by Congress. We informed institutions 
in a JuRe 1982 "Dear Colleague" letter that 1982-83 authorization letters 
containing the final awards will be sent to institutions after the regulations 
governing these awards are issued. The letter gave institutions the authority, 
after July 1 and until receipt of the Vinal award authorization, to make loans 
from funds already on deposit in the NDSL fund, if a level of expenditure was 
contained in the tentative award for 1982-83. 

It is the Department's intent to publish a final regulation with the same 
criteria for institutional allocation for Federal capital as those in the 
January 7, 1982 Notice of Proposed Rulemaking. The Department will follow the 
statutory requirements of the General Education Provisions Act which provides 
the Congress with 45 days for review of the regulation. 

I would like to share the following statistics with you concerning the effects 
of the default penalty on applicant institutions: 

0 2,949 institutions applied for Federal capital 

0 1,622 institutions have a June 30, 1981 default rate of 0-10 percent 
0 810 institutions have a June 30, 1981 default rate of 10-25 percent 
0 517 institutions have a June 30, 1981 default rate of 25 percent 
0 Institutions with default rates over 25 percent which would not be 
awarded new Federal capital for 1982-83 are as follows; 

74 are public 2 year 

30 are public 4 year 

16 are private 2 year 

51 are private 4 year 

340 are proprietary 

6 are vocational -technical 

. These institutions would not be awarded new Federal capital for 1982-83. 
However, I would like to emphasize that any institution can become eli- 
gible for new capital contributions by simply assigning defaulted student 
loans to the Department for collection. 
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Institutions were notified of the proposed default penalty and the way in which 
they could appeal their default rate through two pieces of correspondence, (1) 
The August-September 1981 issue of The Bulletin and (2) An August 1981 "Dear 
Colleague" letter signed by James W. Moore and sent to all institutions that 
participate in the NDSL program. In addition, during the training sessions 
conducted by the Department of Education's regional office staff in September/ 
October, a draft of the appeal guidelines was shared with the workshop attendees. 

The appeal guidelines provided that if an institution received no new collection 
capital or reduced Federal capital it could appeal for funds. An institution 
could appeal if it could show that by December 31, 1981 its default rate decreased 
to 25 percent or less for the following reasons: 

0 by simply assigning defaulted loans to the Department of Education for 
collection. 

0 by placing formerly defaulted loans in repayment status or deferment status. 
0 by placing defaulted accounts in litigation and successfully serving the 

debtor with a summons. 
0 by not considering in the calculation of default rate those loans that 

haVe been in default 9 years or more. 

An institution new to the NDSL program could also appeal if it showed that its 
default rate did not reflect its collection efforts as of December 31, 1981. 

In addition, for your information, since we began receiving defaulted loans for 
collection, the Department has accepted for assignment 300,000 loans. These 
loans are not included in calculating an institution's default rate. 

As the foregoing shows, we have provided institutions with several means for 
reducing the default rate to an acceptable level. We believe it is reasonable 
to allocate the limited new Federal capital to those institutions with proven 
success in managing both the making and collection of loans. 

We also believe that in this era of fiscal stringency institutions must redouble 
their efforts to collect on past due and defaulted loans in order to make the 
maximum amount of fundc available to needy students who may require loans to 
continue their education. 

I hope that this addresses your concerns. Please let me know if I can be of 
further assistance. 



Sincerely, 




T. H. Bell 
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UNITED STATES DEPARTMENT OF EDUCATION 
OFFICE OF VHE ASSISTANT SECRETARY FOR POSTSECONDARY EDUCATION 



JuN 



1962 



STUDENT 
FINANCIAL ASSISTANCE 
PROGRAMS 



Dear Colleague: 

The purpose of this letter Is to report to the financial aid •community on 
the status of the 1982-83 Campus 8ased and Pell Grant programs, since the 
new award year begins shortly, on July 1» 1982. 

Campus Based Programs 

1) Thi 198Z-83 authorization letters containing awards for these three 
programs will be sent to you during the second week of July. The 
appropriate regulations governing these awards will be Issued prior to 
the time the authorization letters are released. 

2) After July 1 and until receipt of the final award authorizations for the 
NDSL, SEDG» and CWS programs Institutions are authorized to: 

(a) make loans from funds on deposit in the NDSL fund. If a level of 



expenditures was contained in the tentative award for 1982-33; 

continue employment under the College Work-Study program using 
funds carried forward from thi 1981-82 allocation (not to exceed 
10% of the total 81-82 allocation) or solely from Institutional 
funds. In the latter case the institution may reimburse itself 
from the forthcoming 1982-83 Federal allocation for up to 80S of 
payroll costs earlier Incurred and paid entirely from Institutional 



3) Institutions may expect reimbursement for the 1981 teacher cancellation 
amounts In the NDSL fund before the end of this month. 

Pell Grant Program 



1) As of June 18, 1982 all of the final decisions concerning the validation 
project in the Pell Grant program were made. A revised validation hand- 
book is now being printed and will be distributed to you within the next 
two weeks. 

2) The Pell Grant payment schedule for 1982-83 has already been distributed 
through the courtesy of NASFAA, AICS, NATS and other groups here In town. 
This schedule'which runs from a' maximum award of $1,674.00 to a minimum 
of $115.00 Is Identical to the one currently being printed for release 

at the end of July. You may use this early version of the schedule 
which you now have to calculate awards and make payments beginning on 
July 1 . 



funds. 
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^ ^"^o™t1on concerning the payment to institutions of the 

Jo;? oS®*"^??^^ ^""^ recipient administrative cost allowance for 
138Z-83 win be sent to you within the next few weeks. 

Finally, I should Hke to point out that some number of institutions have 
^hrrP«inn^?^lff?r«*" "^^1 receive Jn the next few days letters either from 
the regional offices or from the Division of Certification and Program 
Review advising them that the institution will not be receiving a 1982-83 
authorization letter for the Campus Based programs during the general 
- - l^"k ?u /- "''Nse letters .speajc to, certaio..def.iciencie5 which^must .be 
curea by the institution concerned before program funds may be released. 
The general comment vdth respect to the NDSL and Work-Study programs noted 
in paragraph Z above concerning the Campus Based programs does not apply to 
institutions whose .X982-a3 awards have been withheld. 

L^I?'iQn5^n/2r2°^I^ °^ assistance to you in the development of 

your 198^-83 Student aid programs. 

Yours sincerely, 



Oimes W, Moore 

Dfrector of Student Financial: 
Assistance Programs 
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Monday 
August 2, 1982 



Part IV 

Department of 
Education 

National Direct Student Loan Program 
College Work-Study Program, and 
Supplemental Educational Opportunity 
Grant Program 
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DEPARTMENT OF EDUCATION 

34 CFR P«rU 674, 675, .nd 676 

National D4rect Student Loan Program, 
Colleo« Worfc-Study Program, and 
8(jppl«fnen(al Educational Opportunity 
Grant Pronram 

AGENCY: Education DeparlmenL 
Acnoic Final regulation!. 



most (mporlant change la In the National 
Direct Student Loan Program. The 
changed procedure involves the 
allocalioQ of Ffedcral capital 
conUibuHoni and itf intended to reward 
Inatitullona with low default rates and 
penalizs InslitutionA^with high default 
rates. 

CFFECnvc DATE: Unless the Congress 
takes certain adjournments, these 
regulations will take effect 45 days after 
publication in the Federal Register. If 
you want to know the effective date of 
these regulations, call or write the 
Department of Education contact 
person. At a later date the Secretary will 
publish a notice in the Federal Rogist^r 
slating the effective date of these 
regulations. 

FON FURTHEM INFORMATION COnTACH 

Margaret Hcniy or lohn McConigal, 
Oriice of Student Financial Assistance. 
400 Maryland Avenue. SW., {^oom 4018, 
ROB-3). Washington. D.C 20202. 
Telephone (202) 245-9720. 
8UPf>lCMEMTAJtY iNFOflMAPOMI 
Background 

The 1062-83 award year wilt be the 
fourth year that funds for the campus^ ' 
based programs are to be distributed ■ 
according to a formula which considers 
both past expenditures at each 
institution and the need for additional 
funds as measured against that of other 
institutions in each State and in the 
nation. This funding formula was 
adopted in 1978 at the recommend a ti on 
of a panel of financial aid expert* 
serving as consultants to the then OfTica 
of Education. Under that formula, 
institutions were guaranteed a portion of 
the amounts spent in a previous, or 
base. yesr. The formula would gradually 
reduce that conditionally guaranteed 
portion while at the same time 
distributing the remaining funds on tha 



basis of relative need (fair share). These 
regulations describe how allocations to 
Institutions determined under this ' 
formula are reduced if approprtated 
funds do not suffice to meet 
conditionally-guaranteed amounts, and 
also reflect those revisions to the 
funding process Included In the NPRM 
to these regulations. 47 FR 008. January 
7. 1982. A summary of ihe comments and 
responses to the NPRM Is Included as 
Appendix A to these regulations. 

Summary of Ma)or Changes 

The NPRM published on January 7. 
1982 proposed six changes for the 
campus-based programs. All but one of 
those changes concerned either the 
funding or appeal process. A section 
was added to the regulations for the 
three programs regarding the 
verincalion of student aid applicant 
information. However, the Secretary has 
decided against publishing at this time 
the sections relating to verification. 
Instead, he intends to study the issue 
more closely before issuing regulations 
on this subject The following Is a 
discussion of each of the other proposals 
adopted and promulgated In this final 
regulation. 

1. Stote apportionment-Section 3 of • 
each part a.These regulations 
Implement funding procedures based on 
the Higher Education Act of 1965, as 
amended. The Act apportions among the 
States funds approprtated for these ' 
programs using formulas based on 
various populations in each State. 
However, for the NDSL and SEOG 
Programs, apportionments of funds 
among the States for the 1982-63 award 
year will made, not according to the 
forroulus In the Act but according to 
those contained In Pub. L. 97-161. The 
latter provides that in each of these two 
programs* funds arc apportioned among 
the States so that each State receives 
the same percentage of the 
appropriations for award year 1982-63 
a a it received of the appropriations for 
award year 1981-82. These provisions 
'Supersede the apportionment formulas ■■ 
In the Higher Education Act for award . 
year 1982-83. 

b. TTie statutory State apportionment 
formulas for each program, dividing 90 

Cercent of the appropriated funds on the 
asis of population, yield amounts 
satisfying different percentages of 
conditional guarantees in different 
States. The Secretary has therefore 
amended the regulations to apportion 
those funds over which he has 
discretion, to Slates receiving 
apportionments (based on the 
population portion of the statutory 
formulas) InsufTicicnt to meet the 
conditional guarantees of alt their 
institutions. These discretionary funds 



will be apportioned to provide each 
State with a uniform minimum 
percentage of the amount needed for the 
conditional guarantees of all its 
Institutions. However, for NDSL and 
SEOC in fiscal year 1982 ihe formulas 
adopted In the continuing resolution for 
fiscal year I9828uperaede this 
procedure. 

2. A Uocation procedureiSection 4 of 
eoch part If funds apportioned to a 
Stale do not suffice to meet the 
conditional guaranlcea of all institutions 
in that State, as discussed in ihe 
following paragraphs, the Secretary will 
distribute those funds to each institution 
In that State so that each receives the 
same proportion of its conditional 
guarantee. 

3. Reallocation proceduresSection 4 
of each part The Secretary is modifying 

^the reallocation procedures for each of 
the campus-based programs. These 
•procedures are found in section 4 of the 
regulations for each of these programs. 
In place of the natural disaster and 
national fair share provisions for the 
distribution of reallocated funds, these 
regulations adopt more general language 
. aUowing the Secretary "to reallocate 
funds in a manner that beat carries out 
the purposes of the programs." This 
change gives the'Secretary mo^e 
flexibility to reallocate funds to 
Institutions, but does not In any way 
preclude using reallocated funds for 
natural disaster or national fair share 
purposes if the Secretary bejicves that 
either or both would best serve the 
interests of the program for any given 
year. Because changes in the CWS and 
SEOG statutes give institutions 
flexibility in the use of campus-based 
funds, the Secretary anticipates that a 
smaller amount of unexpended funds 
will be available for reallocation. Note * 
that tha formulas governing 
appropriations for fiscal year 1982, 
which for NDSL and SEOC apportion 
funds among the States on the basis of 
their fiscal year 1981 apportlotmient. 
modify the effect of the reallocation 
procedures descrtbed In the regulations. 
' They further reduce the funds which, 
may be reallocated to Institutions 
outside the State '0 which the funds 
were first apportioned. 

4. Conditional guarantee— Spfition 6 of 
each port a. An institution which 
participated in the NDSL Program in the 
1980-61 award year will receive a 
conditional guarantee lending level 
equal to the greater of $5,000 or 90 
. percent of its 1960-^1 level of 
expenditure. (Level of expenditure is the 
amount of loans made In an award year 
plus the amount the institution claimed 



nUMMARV: The Secretary issues 
regulations for the National Direct 
Student Loan (NDSL). College Work- 
Study (CWS). and Supplemental 
Educational Opportunity Grant (SEOG) 
Programs, commonly known as the 
campus>based programs. These 
regulations revise the current funding 
procedures as a result of program 
experience and public comment The 
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for admlnittralive expenses In that 
year.) 

b. An InsUlution that did not 
participate in the NDSL program In the 
1900-61 award year and is not a first or 
second time participant will receive a 
conditional gusrantee equal to the 
greater of DO percent of its level of 
expenditure for the first year It 
participated In the NDSL program after 
the 19BO>81 award year or $5,000. 

c. If sufllcient funds are available, the 
CWS statute as amended by the 
Education Amendments of 1980. Pub. L. 
90-374 guarantees an institution that 
participated In the CWS Program in 
award year 1979-60 on allocation equal 
to at least Its 1979-^ award year 
Federal share of expenditures unless it 
suffers a substantial decline in 
enrollment. 

The Secretary defmea e "substantial 
decline in enrollment" as a decline of at 
least ^0 percent between an institution's 
award year 1979-60 lolal enrollment and 
Its base year total enrollment. (Base 
year means the 12-month period ending 
an the )uni( ^ preceding the closing date 
fur filing an application.) If an institution 
has suffered a substantial decline in 
toUil enrollment, its funding guarantee 
(conditional guarantee) wiU be reduced 
-based on the percentage of the decline 
in the number of eligible aid applicants 
between the 197&-B0 award year and the 
base year. For example, if an 
institution's total enrollment declined by 
40 percent and Its eligible aid applicants 
declined by 5 percent, its conditional 
guarantee would equal the greater of 
S5.000 or 95 percent of its 197JJ-60 award 
year Federal expenditures. 

d. An institution thai did not 
participate in the 1979-60 award year 
and is not a first or second time 
participant, will receive a conditional 
guarantee under both CWS and SFOG 
programs equal to the gi'eater of 90 
percent of its Federal expenditures for 
the first year it participated in the 
programs after the 1979-60 award year 
or $5,000. 

c. The Secretary is including in the 
NDSL CWS and SEOG programs a 
$5,000 component of the conditional 
guarantee computation for all 
institutions In order to alleviate past 
fund ing inequities of institutions ' ' 
participating in the i'ampus'based 
programs. This change provides each 
institution that so requests at least 
$5,000 as its conditional guarantee under 
each of these programs. 

5. Need of InstJtutlans far SJ?OC 
funds— 34 CFH 678.6. The SFX)G " 
program statute provided a formula for ' 
determining an institution's need for 
SEOG funojt for each award year. An 
instilutioo*B SEOG need equals 75 



percent of pje cost of attendance at the 
Institution minus the sum of (1) the 
expected family contribution of these 
students. (Z) the Pell Grants received by 
these students. (3) the State Student 
Incentive Grants (SSIG) these students 
received and (4) 25 percent of the 
institutional grants they received. 

The base year for reporting SSIG data 
will be updated annually as Is the base 
year for Pell Grants. (For the 1982-83 
award year the base year for reporting 
SSIG data and Pell Grant data is the 
1960-81 award year.) However, the base 
year for reporting institutional aid will 
remain the 1977-78 award year. 

6. Calculation af Federal capital 
cantributian^NDSL default rate— 34 
CFR 074.8a. These regulations change 
the impact ofan Institution's default rate 
00 its receipt of Federal capital • 
contribution (FCC). The Secretary has 
adopted this change based on the strong 
recommendation ofthe General 
Accounting Office as well as comments 
from various sectors of the 
postsecondary education community. 
These regulations make any institution 
with a default rate in excess of 25 
percent Ineligible to receive FCC; 
institut.-ons with default rates greater 
tha'n 10 percent but not more than ZS 
percent will potentially receive reduced 
FCC 

- The Secretary wilt determine the 
amount of new FCC for an institution by 
subtracting from Its conditionally 
guaranteed level of expenditure both its • 
projected collections and its 

' reimbursements for Direct loan 
cancellations received in the base year. 
The difference obtained by that 
subtraction together with an institution's 
State and National increases will be 
multiplied by 90 percent to determine Its 
FCC 

In projecting an institution's 
collections, the Secretary will consider 
its default rate* This term, as used here. ■ 
excludes all defaulted loans assigned or 
those defaulted loans referred as of 
September 15. 1979. to the Secretary and 
defaulted loans on which the Institution 
has secured a satisfactory repayment 
agreement. If the default rate is 10 
percent or less.'Ils collections will be 
projected by multiplying the institution's 
actual base year collections by IZl 
percent. (One hundred and twenty-one 
percent is used because the Secretary 
expects a 10 percent per year increase In 
collections In both the current year and 
the award year. A 10 percent collection 
increase over a two year period equals 
IZl percent of base year collections.) If 
an institution's default rate is greater 
than 10 percent but not more than Z5 
percent. Its collections will be projected 
by multiplying the institution's actual 



bale year coUeclions by IZl percent, 
plus the additional amount which the 
institution would have collected If Its 
base year default rate were 10 percent. 

In order to calculate the additional 
amount that the Institution would have 
collected if its default rate were only 10 
percent (that Is. the excess overdue 
amount), the Secretary determines the 
amount of deflaulled loans that would , 
equal a 10 percent default rate. This is 
done by multiplying the total amount of 
matured 16a ns by 10 percent. Second. 
theSecretary subtracts lOpcrcent of the 
matured loans from the prindpal 
amount outstanding on defaulted loans 
that the institution reports on its fiscal- 
cperations report. Third, this difference 
is divided by the principal amount 
outstanding of defaulted loans that the 
institution reporta on Its fiscal- 
operations report. Fourth, the principal 
amount past due on defaulted ^ans is 
multiplied by the percent resulting from 
the division in step three to determine 
the excess overdue amount. 

As an example, an Institution's NDSL 
fund has: 

« Matured loans totalling $3,605,191: 

• Unpaid principal amount 
outstanding on defaulted loans, as 
reported on its fiscal-operations report, 
of $014,010; 

'* Past due principal amount on 
defaulted loans, as reported on Its fiscal- 
operations report, of $3Z3,414: and 

• Total principal and interest 
collected, as reported on its fiscal- 
operations report, of $110,031^ 

Using these figures, the institution's 
excess overdue amount is calculated as 
follows: 

(a) Ten percent of $3,605,191 (matured 
loans) equals $3G0.519. 

(b) $614,010 (unpaid principal amount 
outstanding on defaulted loans] minus 

- $360,519 equals $253,491. 

(c) $253,491 divided by $614,010 equals 
.41. 

(d) .41 times S123.414 (past due 
principal) equals $132,600. the excess 
overdue amount. 

(e) $110,031 (the amount actually 
collected in the base year) multiplied by 
121% equals $133,138. 

(f) $133,138 plus $132,600 (the excess 
overdue amount) equals $265,738. the 
projected collections. 

7.Applicatian review— Approval af 
request-Sect Ian 7af each part The 
Secretary Is Including section 7 elements 
of the funding formula that an institution 
may appeal when requesting a review of 
its computed funding level. 

The elements that an institution may 
appeal are: the determination of 
expected collections used in determining 
the FCC, including the excess overdue 
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imouni applied aa ■ penalty to 
Jiulilutions with m default rats betwssa 
10 and ZS percent, the denial of FCC 
applied aa a penalty to InaUtuUona with 
a default rate heater than 25 percent 
and aoma uf the elemenla uaed la 
calculating an inatilutioa'a aelT-belp and 
SEOG need. Theae eUmentJ Include 
coatj of bookj and suppliea, average 
expected family cnntributioua, 
enrollment data uaed to determine 
average tuition and fee coala, aod the 
year used aa thebaae year. These 
regulationa also include the criteria used 
to evaluate appeals of these eleraeota. 
The Secretary diatnbuted lo ftnandal 
aid administratora Informalioo rvgordiog 
tha documentation appropriate (o 
aubatantiate an appeal of particular 
Items. 

Furlher consideration NDSL default 
rote penally: AlXhough theae rules an 
being iasued aa Una] regulations for tha 
NDSL program*, the Secretary haa ooted 
that a oumbcr of commentcn to the 
NPRM suggested that differeot typea of 
Inalitutiona should be judged by 
different default ra^c atandarda. The 
Secretary is therefore Intercatcd In 
auggRsUona of waya to apply a default 
rale measurement and peoalty. which 
give due regard to the relevant 
difference 9 among the student bodies 
and typea of institutiona/A outnber of 
Institutions commenting on tha NPRM 
expressed the view that the Income of 
tha atudent/ family, the locatioo of an 
institution, and Ita educaUonal mission 
all bear directly on the livelihood of 
horrowen to repay studeot Inans made 
by thai school. Among the comments to 
the NPIIM. the Secretary did receive a 
few specific auggestioos: Two . 
commenters suggested that the average 
Pell Grant Eligibility Indax at an 
Institution could be used as a measure 
of the likelihood of studeol repayment of 
Its loans. Each Index or range of indicej 
would then be asstgnrd acceptable 
default rates oo which the amount of 
FCC would be calculated. 

Another commenter expressed the 
opintoo that Independent studcnbi 
represented a higher risk than 
dependent students, aod warranted uaa 
of separate acceptable default rates. A 
number of others believed that an 
Institution which "suhslantialfy'* 
reduced its default rate bad 
demoostroted a good faith coUectloo 
effort and should receive the full FCC 
for which It qiioltiled. 

In view of these commenif tha 
Secretary Is interested in any spedHc 
proposal regardin^how to defuse Iba 
different types of schools, what dcTault 
rales should bo acceptable, and how to 
factor the InsUtutiomd differences Into 



tha default rate peodty. Proposal should 
ba sent to the contact person{s] 
Indicated In this preamble. 

Executive Order 12291 

These regulations have been reviewed 
In accordance with Executive Order 
12291. 

They are clasaifed as nonmajor 
because they do not meet the oitera for 
major regulations established In that 
order, 

Assoasmant of Educational Impact 

, lo the notice of proposed rulemaking, 
the Secretary requested comments oo 
whether the proposed regulations would 
require transmissloo of Informatioo that 
Is beinggathered by or Is available from 
aoy other agency or authority of the 
United State*. 

Based on the abaeoce of any 
comments on this matter and the 
Department's own review. It has been 
determined that the regulations In this 
document do not require information 
that is being gathered by or la availabla 
from any other ageocy or authority of 
the United Stales. 

List of SubjecU 
34 cm Part 674 

Education. Loan programs — 
education. Student aid. 

34 CFR Pari 675 

Colleges and universities. Education. 
Employment Grant programs — 
education. Student aid. 

34 CFR Part 676 ' 

Education. Grant programs— 
education. Student aid. 

Citatioo of Legal Authority ^ 

A citation of statutory or other legal 
authority Is placed ui parentheses c tha 
line following each substantiva 
provision oT these Unnl regulation*. 
{C«tsIos of Federal Domestic Aailatanca 
Numbers 64.036 NstjonBl Direct Student Loan 
Program: &4.033 College Work Stu^y Program: 
64.007 Supplemental Educational Opportunity 
Grant Program) 

Dated: July Z7. 1962. . 
T. IL 

Secretafy of Education. 

Hie Secretary amends Parts 674. 675. ' 
and B71V, respectively, of Title 34 of the 
Coda of Federal Tlegulationa to read ss 
followa; 

PART 674— NATIONAL DIRECT 
ST\JDENT LOAN PROGRAM 

1. Section C74.3 is amended by 
reviling paragraphs (a](2] and (b) u 
foUowa; . . * 



B 670 Af>poftk>amsnt and 
rvapportlonmenl of Federal capital 
contributions to SUiss. 

(a) • • • 

(Z](i) If fundi apportioned tmder 
paragraph (a)(1) of this section arc 
Indufhcieot to pay a Federal capital 
contrtbutioo (FCC] computed under 
S 674.6a(b](l) to alJ qualifying 
Institution*, the Secretary apportloos the 
remaining fundi so that no State will 
receive less than a uniform minimum 
percentage of the amount needed to pay 
tha FCC computed under { 67<.ea(b}il] 
to all qualifying Institution*. 

(il) If fundi remain after meeting the 
FCC coni^puted under \ 674.6e(bJ(l] of all 
Institutions, the Secretary apportion* 
them so that each Institution receive* 
the FCC computed under St 674.6, 
074.6a, or 674.7, 

(b) ReopportianmenL (Ij The 
Secretary reepportlons the amount ofja 
Stat(^s apportionment that exceeds the 
amount of approved requests of 
Institution* in that State. 

(Z] The Socrelary reapportions those 
funds among the remaining States in 
accordance with paragrepb (a](Z] of this 
section. (20 U.S.Cl0a7bb]. 

2. Section 674.4 ig amended by 
revising paragraphs (a] and (b] to read 
as follows: 

>^ i 674.4 Allocation and reallocation. 
{B) AJ}ocatio€L (1) Tha Secretary • 
distributes Federal Capital 
Contributioos (FCC) authorizedby 
section 401 of the Act according to 
S \ 674.6. 674.6a, and 674.7. 

(Z) If funds apportioned lo a State do 
not equal the FCC aa computed under 
S 674.6a(b](l] of all InstutiUons 
qualifying for FCC under 1 674.0a(a]. tha 
Secretary reduces the FCC allocated to 
each Institutioo In that State. The 
Secretary allocates to each inaititution 
In that Stata an amount bearing the 
Eame proportion to tha FCC for which it 
qualified under | 674.0a(b](l] as that 
State's apportionment bears to the 
amount needed to pay tha FCC 
computed under \ 674.6a(b](l] of all 
qualifying institutions In that State. 

(b) Jlcallacalion. (l](i] If an institutioo 
anticipates oot expending all of its 
allocated fundi by the eod of an award 
year. It must specify the anticipated 
unused amount to the Secretary, who 
reduces theinsUlulion'saUocalioa . 
accordingly. 

. (il) Other Institutions may apply for 
the funds reported under paragraph 
n>)[l}(i] of this section on the form and 
at the time specified by the Secretary. 

(ili) The Secretary distributes thg 
funds reported under paragraph (b](l](i] 
of this sect loo to applicant InsUlutfooi ^ 



15 

i. 



11 



Federal Rcgtslor / Vol. 47. No. 148 / Monday. August 2, 1982 / Rules pnd RcRuIations 33401 



in accordance with paragroph (b](2) of 
thii section. 

(2}(i) ir the fundi that become 
available under paragraph (b)(1) of thli 
■eclion come from the Siate'i Initial 
altotment under ft B74.3(a)(l). the 
Secretory reallocates thoie fundi 
proportionately to other Inilitutloni in 
that State. 

(ii) The Secretiiiry rcap{;ortionB those 
fundi reported under paragraph (b)(l)(l) 
of this lection that are not needed to 
maintain the Stale's initial allotment, 
and any fundi thai do not come from 
that initial allotment, in a manner that 
belt carries out the purposes of the 
NDSL program. 



3. Section 674.6 is amended by 
revtsing.paragraphs (a), (b). and (c)(3) to 
read as shovsm below, and by changing 
the word "education" In paragrapb 
(e](4)(i) to read "attendance". 

9 674.6 Funding proccdura. 

(a) General. (1) Each institution 
applying for NUSL funds qualiries for an 
ap[irovedS(;yelof expenxliturc in the 
fullowing three stages — 

(1) A "conditonal guarantee:" 

(Ii) A State increase based on its "fair 
share" of the Slate apportionment; and 

(iii) A national increase based on it4 
"fair share" of the national 
appropriation. 

(2) The terms "conditional guarantee" 
and "fair share" refer only to the level of 
expenditure. The Secretary computes 
the Federal capital contribution (FCC) 
according to 5 674.6a. 

(3) Definitions— As used in this 
ceclion — 

(i) "Base year" means the 12-month 
period ending on the }une 30 preceding 
the closing date for filing an NDSL 
appUcaticn. 

(ii) "Current year" means the 12< 
month period ending on the June 30 
immediately following the closing date 
for filling an ^fDSL application. 

- (iii) "Current year authorized level of 
expenditure" means — 

(A) The FCC awarded for the current 
year, and 

(B) The matching institutional capital 
contributions. - 

(iv) "Level of expenditure" meons the 
amount of loans made in an award year 
plus the amount the institution claimed ■ 
from the NDSL fund for administrative 
expenses In that year. 

{b)Condittonol guarantee. Iht ~ 
Secretary computes'a conditional 
guarantee of the level^of expenditure in 
the following way: 

(1) An institution that participated in 
the NDSL program in the 19S0-61 award 



year receives a conditional guarantee 
equal to the greater of — 

(1) $5,000; or 

(ii) 90 percent of its 1960-61 avyard 
yi.ar level of expenditures. 

(2) An institution that did not 
participate In the 1980-61 award year 
and is not a first or second time 
participant, receives a conditional 
guarantee equal to the greater of — 

(i) $5,000; or 

(ii) 90 percent of its level of 
expenditure for the first year it 
participated in the NDSL program after 
the 1060-81 award year. 

(3) Ail institution applying to 
participate in the NDSL program for the 
first or second lime receives n 
conditional guarantee equal to the 
greatest of — 

(I) $5,000: 

(ii) 90 percent of 

NOS4. npWKfhaM tn «w 

^ tM ■ppfcATi IrwMiAon's 

bfft* T*t n Wm* Mm* 

(iii) 90 percent of its current year 
authorized level of expeiiditure. 

(4) Notwithstanding paragraphs (b) 
(1). (2), and (3) of this section, on 
institution which was a first-time 
participant In the 1980-fil award year or 
any subsequent award year up to and 
Including the base yean and received a 
higher conditional guarantee In the 
Second year of participation, receives a 
conditional guarantee equal to 90 
percent of its second year conditional i 
guarantee. ' 

(c) • ' ' , 

(3] As used in paragraphs (d) and (e] 
of this section: 

{\) Average cast of attendance means 
the attendance costs for undergraduate 
and graduate students. These costs 
include tuition, fees, standard living 
expenses, books, and supplies. (The 
institution reports its total tuition and 
fee revenues, and the Secretary uses this 
amount to determine tit J average cost of 
attendance.) 

[M] Eligible students means students 
who — 

(A) Where enrolled as regular 
students on at least a half-lime basis in 
an eligible program during the base 
yean 

(B) Met program regulation 
requirements for citizenship or 
residency in the United States for the 
base year; and 

(C) Applied for financial assistance 
for the base year, and for whom the 



Institution has on file taxable and non- 
taxable income data and all the other 
information necessary to perform a 
needs analysis using a methodology 
approved by the Secretary. 



4. Section 674.6a is revised to read as 
follows: 

i 674.6a Funding proccdiirv— Federat 
capllal contdbutions (FCC)- 

(a) For any year, an institution may 
receive a Federal caj^tal contribution 
(FCC) if its default rate is not more than 
Z5 percent. 

(b) An institution's FCC equals 90 
percent of its — 

(1) Conditional guarantee minus the 
reimbursements for Direct loan 
cancellations received in the base yeor 
and loan repayments calculated under 
paragraph (c] of this section; 
' (2) State increase: and 

(3) National increase. 

(c) For purposes of paragraph (b) (1] of 
this section — 

(1) If the institution's default rate is 10 
percent or less, the Secretary considers 
its loan repayments to equal 121 percent 
of the amount il collected in the base 
year, and 

(2) If an institution's default rate is 
greater than 10 percent and not more 
than 25 percent^ the Secretary considers 
its loan repayments to be — 

()) 121 percent of the amount collected 
in the base year; plus 

(ii)The additional amount it would 
have collected in the base year if its 
default rate were 10 percent (excess 
overdue amount). 

(3) The Secretary calculates en 
institution's excess overdue amount 
by- 

(i) Determining the amount of 
defaulted loans that would equal a 10 
percent default rale by multiplying the 
total amount of matured loans of the 
institution by 10 percent: 

(ii) Subtracting 10 percent of the 
matured loans from the defaulted 
pnncipal amount outstanding: 

(iii) Dividing the amount obtained in 
paragraph (b}(3)(ii) of this section by the 
defaulted principal amount outstanding; 
and 

(iv) Multiplying the actual amount at 
past due principal by the fraction 
obtained in paragraph (b)(3)(iil) of this 
sectino. 

(d) The definition of "default rate," 
"defaulted principal amount 
outstanding" and "matured loan" are set 
forth in fi 674.2. However, for purposes 
cf this Section, the Secretary, when 
calculating an institution's default rate. 
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exclude! from the nuinerator of that 
fraction the followixi^ 

(II Notea refeired to the US. 
CommUsIoner of Educalioo on or before 
September IS. 1979 IT the InatJIulioo 
received either • nDtification of 
acceptance or a receipt Inim the Ortlc* 
of Education: 

(Z) Note! assigned to the United 
States on or beforv June 30 of the bttsa 
year and receipted by the United States; 
and 

(3) Notes that have been in default but 
on which borrowers have made 
■KtiBraclory arrangements to resiuna 
paymeoL 

(e) No Institution may receive more . 
Federal Ciipltal conlributioo than il 
requested. 
(20 VS.C. 1067bb) 

' 5. Section 674.7 is revised to read as 
follows: 

i 674.7 Apprication app«a> revJew. , 

(a) An Institutioo may. at the tioM 
Epecified by the Secretary, request a 
review of its coiiiputiK] level of 
expenditure or its Federal capital 
contribulioo (FCC). s 

(b) A National Appeal Panel 
appointed by the Secretary conducts tha 
review* 

(c) Notwithstanding Sfi 074 0 and 
674,Ba ao inslitulioo may appeal the 
following elements used io delcnnlnlng 
an instltutioo'a NDSL level of 
expenditure or FCC award: 

(1) Fur purposes of determining an 
institution's FCC award: 

(i) The expected collections Including 
the excess overdue amount used ia 
determining an Institutioo'a FCQ and 

(ii) The disqualilicatioo for FCC for 
institutions with a default rate greater 
than 2S percent; aod 

(Z) For purposes of determining ao 
institutions self-help oecd: 

(i) The average cost of booVs and 
supplies; 

(ii) The established expected family 
contril-ntiona: 

(iii) The cnrolbncnt data used to 
determine average tuition and fee costa: 

. arui 

liv)Thc award year used as the base 
year. 

(d) The Secretary and the appeal 
panel evaluate appeals on the basis of 
the following critcna and documcntalloa 
required by the Secretary: 

(1) The extent to which the institution 
can justify that ao increase io NDSL 
coUcctions of 10 percent per year Is 
unreasonable. 

(Z)The extent to which the institution 
can justify that its bateycar default rale 
does not reflect — 

(i) its current default rate; or. 



(ii) for InstituUoos whose first loans 
entered repayment lii the base year or 
tha year preceding the base year. Its 
current collectioo effortj. 

(3) The extent to which the Institution 
can justify that the average cost of 
books snd auppllea does not accurately 
reilect these costs at the InsUtutionT 

(4) The extent to which the institution 
can Justify that the standard expected 
family contribution figures do not 
accurately reflect the charact eristics of 
the student body at the Instllutloo. 

(5) The extent tu which the InslituUcn 
can justify that the average tultioo and 
fee costs derived from the Institutions* 
enrollment deta do not accurately 
reflect these costs at the institution. 

(D) The extent to which the institution 
can Justify that the base year used to 
determine its need for NDSL funds does 
not accurately reflect the institution's 
current need for NDSL funds. 

(e) in establishing an institution'* 
level of expenditure and Federal capital 
contribution, the Secretary considers the 
appeal panel's recommendations aod its 
reasons for the rccommendaltona. 

(Q The Secretary establishes an 
approved level of expenditure and 
Federal capital conlributioo based oo 
procedures la $ 674^ aod S 074.&a and 
the appeal panel's recommendations. 
(20 U.S.C 1087bb)' 



PART 675— COLLEG/WORK-STUOY/ 
PROGRAM 

1. Section B75.3 i/nmcndcd by 
revising paragrap/a [b)(Z) and (c) n 
foUowr 

S 675.3 AHotnynt and reBllotmenjf 

(Z)(i) If ynds allotted undc/pnra graph 
(b)(l ) of t/is section do not t/eet the 
conditityfaDy'guarantccd a/iount for all 
instituylons. the Secrete ry/llots the 
rcma^ng funds so that m State will 
receive less than a unif^m minimum 
pcc^cntage of the amo^t needed to pay 
Biconditional guarai 
'(ii) If funds remabyafler meeting the 
Eonditional guarant/es of all 
institutions, the S^rctary allots thei 
that each Institution receives a CW| 
allocation complied under $ 675.6^ 
675.7. 

(c) ReoUatafnt (1) The Se( 
rcallots the a/iount of a State'f 
allotment tut exceeds the awrovcd 
requests oynstitutions io thinStstik 

(Z) The /ccretary rcallotrihose funds 
among tic remaining StatVs in 
accordyce with paragrt/h (b){Z) of this 
8ectIoi/(4Z U5.a Z752/ 
- 2. Mction 675.4 is ro^tsed to read as 3. In 8 675.i 

follows: ' (c)(3) arc rei 



9 075.4 AUocatiOfijfldrtBllocatiQ^ 

(a) AllaCotian.K) Tha SecreAry 
distributes CWS^unds accor/ng to 
SS 675.6 and e»l7. 
. (Z) If the futiBs allotted t/a State do 
not meet the^onditional Marantees of 
all institutiafiJ in that StQlTe. the 
Secretary^duces the a/ocation to each 
of those /stitutions. Tm: Secretary 
ollocat^to each of tlwse Inatitutiona an 

beariog the mme proportion to 
the liytitutioo's coi^itio'nal guarantee as 
the Spate's allotmr/t bears to the total of 
the^onditional gwrantees of all 
liyKitutlons In atJx State, 
r (b) ReollacoUbn. (l)ti) If an institution ^ 
Snticipalea no/using ell of its allocated i 
funds by the /nd of an award year il 
muat. after wtermining the amount it J 
will cany Urward into the next awa 
year, spewy the anticipated remai^ng 
iinused wiount to the Secretary, v 
reduceyUie institutions allocatigf 
accor{^igly. 

(ii)Ather institutions may a/ply for 
the tfnds reported under paugrapb 
(b)/)(i) of this sectioo oo the form and 
ne time specified by th/Secretary. 
/(iii)Thc Secret a ry'di6U(bute3 the 
unds reported under p«agraph (b)(1 )(i) 
/of this sectioo to appl^ant institutions 
in accordaoce with afragraphs (b)(Z). 
' and (3) of this sectiy 

(Z) If the funds tJfat become available 
under paragraph/b)(1) of thia sectioo 
come from the 9fate'a initial albtment 
under § e75.3[V](1). the Secretary 
reallocates iuose funds equitably to 
other Institi/ions in that State. The 
Secretary Jcallots those funds that are 
not needyfi to maintain the State's Initial 
allotme^ and any funds that do not 
come mim that initial allotmcnU in 
accojj^nnce with paragraph (b)(3) of this 
secy 

S) The Secretory reallocates any 
naining funds as follows: 
' (i) Fifty percent to eligible appUcan 
^institutions to initiate, improve, or 
expand cooperative education proj^ams 
conducted in accordance with Til^ VUI 
of theHCA: and 

(11) Fifty percent to a manmyihat best 
carries out the purposes af tl]/CWS 
program* 

(c) Payments to institutjSns. The 
Secretary allocates fund/for a specinc 
period of time. The Sectary pays funds 
to an institution in adVance or by 
reimbursement Thc^ecrctary bases the 
amount to be paid^ periodic Tiscal 
report*. 

(42 U.5.C275Zas^27Se) 



paragraphs (a), (b) and 
' to read as follows: 
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amount under I 670.20 during ihe 1977^ 
7*3 award year. InititutionargmntiaKul 
not Include any itudenl nnBnd^^<<^ 
• ••iitance^that an inBtitutlonVrequirad' 
by State law to provide TrnpHta own 
funda and for which is tyrttte under 
any law In elTect on Unuaty 1, 1978 io 
■elect the recipienja^r adjust the 
• - criteria by whic)Khe recipionla arv 
Selected. InB^mtional granta •hall alio 
not Includ^ny student nnanda] 
aBBiatuCe that an inatituticm 
conyrfuuted on behlaf of the State Jyt 
nG Program. 

■ 4. Section Q767 is nviae^/o read as 
follows: 

9 67B.7 AppUcatlon ravlaw. 

(a) An institutijm may. at the time 
specined by l)»e 'Wcrctary. request a 
review of ^^amount o\ funds It is 
Bchei 

I National Appeal Panel 
ited by the Secretary conducts tho 
_ /lew, 

(c) Notwithsl.iniling \ 070^ ai 
Institutiun (nay appuol the foltowii^jKal^ 
share elements used In dclurmi 
institution's 5EOG nced:^ 

(1) The average cost ofb^xlW and 
supplii 

(2) The cstablishcd^pectcd family 
contributions: 

(3) The rnrDlln^l data used to 
determine avungc tuition and fee costs; 
and 

(4) Thfi^ward year used as the base 
year. 

' The Secretary and the appeal 
1 evaluate appeals on the basis of 
the following criteria and docunicnjj 
requL'^d by the Secretary; 

(1] The extent to which the^^UuUou 
can {ustify that the avcrag(>«f^st of 
books and supplies doc^^^t accurate^ 
reflect these costs aUtfe institutioru 

(2) The extent hywhich the institution 
can justify tha)i4f)e standard expected 
family contfiCution figures do not 
accurate^^rcflcct the characteristics of 
flent body at the institution, 
he extent to which Iho Institutlj 
y that the average 
fee costs derived from the insti 
enrollment data do not acaii 
reflect these costs at the J^^tuUon. 

(4) The extent to wbj^the Institution 
can justify that thebne year used to 
determine its ne&^^r SEOG funds does 
not arciirateljUCflecl the institution's 
current ncwnorSKi ! fimdj. 

(e) Iiu^ting an award amount, the 
Sccr^M^ry consiJers the appeal panel's 

endations and Its reasons for the 
^commendations. 
- (f) The Secretary sets an award 
amount based on procedures in { 6784 



and the appeal panel's 
recommendations. 
(20U.S.ai070b-3) 
INoie: This appejitfix will not appear tn tha 
CFR] 

Appendix A — Summary of Commeots 
and RaBpousea 

iTie following is a summary of the 
public comments received on the 
proposed rrgulatio.tB published January 
7, 1982,47 FR 908, and the Departmcut of 
Education rcBponses to those comments. 
Generally, the comments appear In the 
order inVhich the aspects of the funding 
process to which ihcy relate appear in 
the rt-gulations. 
Reallocatiou 

Comment A few commcnters have 
a'lreed that deleting the natural disaster 
Ltid uational fair share criteria as they 
pertain to the reallucation procedures 
wuuld be benefidal to the process at 
this time. However, one commenter did - 
suggest that rather than opting for total 
discrctiou at this point, the Secretary 
should substitute Bome other spccinc 
provision. 

/iesponsc'The Secretary proposed 
this changp to increase flexibility to. 
meet emergencies or unexpected 
problems. Substituting another spccinc 
provhion would only dufeat the purpose 
of the change. 

Conditional Guarautoo 

Comment' One commenter stated that 
his school received a relatively large 
allocatioru which It needed and used, as 
a Sficond lime participant in 1981-82. but 
hdd received only $5,000 the previous 
ycar.Tha commenter complained that 
the rcgulatiouB will not permit the 
school to claim the more ad vantageous 
1981-62 award year allocation as a basis 
for conditional guarantees in future 
years. Two commcnters argued that tho 
funding process did not do justice to 
ncwly-partidpaUng institutions. Another 
commenter would tike to see the . 
regulation changed to allow applicants 
to'choose either 1979-80 orl9BO-81 as a 
base year for the SEOG and CWS 
Program atlocatlona. 

Response: The flrat commenter 
correctly notes that regulations 
published on January 19,t9Sl allow 
those second-time participants In the 
CWS and SEOG programs which did not 
participate in 1979 to claim a conditional 
guarantee In that second yea; based on 
either their first-year allocation of their 
current enrollment multiplied by th^ 
average expenditure at comparable 
institutions. Sccond-t' )c NDSL program 
participants have the same option Id 



Increase their conditional guarantee that 
second year If their num^er of eligible 
students increases betweeniirst and 
second years. However, as the 
Commenter correctly notes, the NPRM 
provided that all such institutions would 
receive conditional guarantees In their 
third year, and each year thereafter, 
based not on this possibly larger second 
year conditional guarantee, but on their 
first yeaj allocation. That first year 
allocation may have b«»en smaller than 
their second year conditional guarantee. 

To meet the concern raised by the 
commenter, the Secretary is Including a 
provision In these regulations to protect 
these Institutions which would have lost 
conditional guarantee funds as third- 
time participants in spite of an increase 
In enrollment (for conditional guarantee 
purposes) since the 1980-61 award year. 
An Institution which was a first-time 
participant In the base year and 
received a higher conditional guarantee 
In the second year of participation will 
receive a conditional guarantee in- 
subsequent years equal to 90 percent of 
its second year conditional guarantee. 

The fundtivg formula assures new 

Earticipants a conditional guarantee 
ased on their actual enrollment in 
either their first or second year of 
participation. Older participants receive 
a conditional guarantee based on their 
level of expenditure In 1979 for SEOG 
and CWS. 1960 for NDSL Institutions In 
cither category which need more than 
the amount conditionally guaranteed 
must compete for a share of the funds 
appropriated in excess of the amount 
needed to meet conditional guarantees. 
The fair share of each Is thereafter 
measured against the same objective 
norms. The Secretary considers this 
procedure, as revised in these 
regulations, to be fair to newer 
participants. 

In response to the third comment, the 
Secretary notes that the Higher 
Education Act assures each institution 
an allocation equal to its 1979 CWS or 
SEOG expenditures, and he accepts this 
amount as thebasis'for subsequent 
conditional guarantees. To allow an 
Institution to use either Its 1979 or iU 
1960 allocation as a conditional 
guarantee would undermine the 
principle that Increases In need after 
those yeieu^ are to be measured by the 
same objective comparative standards 
and met through the "fair share" part of 
the funding formula. 

Substantia] Dccllna tn Enrollment , 

Comment' One commenter 
complained that the conditional 
guarantee of an Institution is reduced 



11-922 0-83-2 



14 



334D6 Federal RcgiMer / Vo). 47. No. 14B / Monday, August 2. 1982 / Rules and ReRulations 



under Ihpie regulationi where the total 
enrolimpnt ofan inBtituUon declines, 
without regard to the number or 
percentage oflti eligiblo aid population. 
Another commenter complained thai the 
Btandard of a 30 pprceni decline in 
enrollment used to trigger the reduction 
in rx>nditional guarantee was 
unnt'cessarily bigh. and thai a 10 percent 
reduction was substantial enough. 

Response:The Education 
Amendments of 1980 assured 
Institutions the(r 1979 level ofCWS 
expenditures, but required the Secretary 
to reduce CWS awards to schools 
sufTering a "su>>6tBntial" decline in total 
enrollment The Secretary reslizea thai 
an institution's need for CWb' isaistance 
does not necessarily^ecline at the same 
rnia as its total enrollment, and thus 
reduces the institution's conditional 
guarantee in direct proportion to the 
decline, ifany. in Its population of 
students eligible for CWS. . 

The Secretary selected 30 percent to 
trigger this reduction rather than a 
smaller percentage to avoid reducing 
funding to school^ particularly those 
Institutions with smhtl enrollments, in 
which the decline in enrollment 
represented a loss of a relatively small 
number of stude nts. To minimize the 
effect on an institution with relatively 
minor iluctuations in enrollment, 30 
percent whs chosen as the threshold for 
potential funding reduction. 

Fair Share 

Comme/it'One commenter wondered 
what would be used in place of 
(national) fair share after the 
conditional guarantee had been 
determined 

Re5pon3e:The commenter 
misunderstood the change in the use of 
reallocatedfunds. The fair share 
concept is not being deleted in any way 
from the allocation process. As already 
addressed in o previous response, these 
regula tions only eliminate national fair 
share as a predetermined priority for 
reallocated funds. 

Collection and Level of Expenditures 

Comment One commenter 
complained that the regulations do not •' 
allow an institution which collects, 
enough to operate its loan fund as 
revolving fund, to re-lend the full 
amount collected that year, but only an 
amount equal to 90 percent of the 
previous year's expenditures. 

Re5ponsc:lt a school collects more 
than It expected, it may increase It* 
approved level of expenditure simply by 
requesting the appropriate regional- 
ofTice of the Depa rtment to authorize a 
higher level of expenditure. Such an 
increase in the approved level of 



expenditure permits the institution to 
lend the full amount collected, but will 
not qualify the Institution for any 
increase In its FCC for that year. 

Cost of Attendance 

CommenL' Cotnmenters from both 
predominately residential institutions 
and predominately commuter 
institutions claimed that the cost of 
attendance calculation used in 
determining the fair share portion of 
thetr allocations unfairly discriminated 
against their Institutions. 

/?e5po/7se: The amount appropriated ^ 
In excess of the conditional guarantees 
of all institutions Is divided based on a 
formula measuring relative institutional 
need. This "fair share*' formula, in 
section B of each of the program 
regulations, has a variable and a fixed 
component. The fixed component ia the 
"standard living expenses", set for the 
1982-83 award year at $3,200. 47 FR 910, 
January 7, 1982. The variable component 
Is the average tuition and fee charges for 
each institution, derived by dividing 
total tuition end fee revenues at that 
school by the number of students 
eru-olled. 

Data gathered by the Department 
shows that institutions with a loi^e 
number of commuting students may 
appear to be favored by the $3,200 
standard living expense figure, but those 
institutions also tend to have a high 
number of part-time students and thus a 
lower average tuition and fee charge. 
Conversely, institutions with mostly 
residential students may appear to ba 
penalized by a standard living expense 
figure somewhat less than typical actual 
student expenses, but those same 
schools tend to have fewer part*time 
students and therefore a higher average ' 
tuition and fee charge. Furthermore. 
Institutions which contend that the 
averaging of tuition costs misrepresents 
the real effect of those costs on the 
average cost of attendance at the 
institution may appeal that item under 
these regulations. 
Default Penally 

CommenL' Several commenters 
believed that an institution's NDSL 
default rate so depends on factor* 
beyond its control, such the type of 
student served by the Institution, that 
application of the same default rate 
measurement to all institutions Is unfair. 
These commenters contend that a loan 
program making funds available, 
without credit references, to needy 
Btuderfts can be expected to'suffer • 
large number of defaults. Other 
commenters urge use of a varying 
penalty rale, depending on the .type of 
Institution and the composition by 



Income and dependency status of its 
student body. 

Response.- The NDSL fund is designed 
to operate as a revolving fund, 
supplemented by FCC. It is therefore 
reasonable for the Secretary to consider, 
before providing further FCC to an 
institution, whether such funds will in ' 
fact be administered and repaid in a 
manner consistent with that design. 
Based on the Department's own studies, 
as well as its experience in 
administering the NDSL program and in 
collecting student loans, the Secretary 
believes that institutional default rates, 
although related to the income levels of 
the student body, are more related to 
other factors cleaHy within the control 
of the institution. The latter include not 
only the quality of the institution's 
collection activity, but also the manner 
and type of loan counseling given 
student borrowers and the degree of • 
atudent satisfaction with the quality of 
the education provided by the school. 

These factors within the control of the 
institution bear on the absolute number 
of defaults on its loans, but NDSL 
regulations provide the institution with 
added means of reducing its default 
rate. The nopnrtment accepts 
assignmer' ' ' ''aulted NDSLs which 
the insti:; snstrates were 

properiy niudi; iiniion which it 
exercised diligence in collection: both 
factors arc cleaHy independent of the 
characteristics of the student body or ' 
the type of school making the loan. Such 
assigned loans are excluded from the 
calculation of the Institution's default 
rate under ) 674.Qa(d](2]. Institutions 
may defer repayment, or revise 
repayment schedules, for all borrowers 
if extraordinary circumstances such as 
illness or unemployment warrant 
{ 674.34(e]. Recent amendments to the 
statute allow an institution to extend the 
repayment period to accommodate the 
needs of lowincome borrowers on new 
loans, fi 674.34 a [gl(1). This flexibility 
helps an Institution more readily arrange 
repayment terms'for low-income student' 
borrowers who may have already 
defaulted, and loans on which 
satisfactory repayment arrangements 
have been made are excluded from the 
default rate calculation, fi 674.6a(d](3]. 

CommenL' A number of commenters 
felt that the default penalty unfairly 
penalized current needy atudenl* 
because of the repayment history of past 
students. Two commenters proposed 
stricter loan making and collection 
procedures Instead of such a penalty. 
Other commenters considered the 
default penalty to be unfair to small 
schools and those schools new to the 
collection of National Direct Student 
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Loan*. b»CBUBe the pretence of even k 
few borrowen In defaull at a achool 
with few matured loam could eaiUy 
distort the perception of the actual loaA 
collection effort at an Inititutioo. 

Ilefponae:'ThB argument that these 
regulations penalize the currcnlly- 
enrolled poor applies only with regard 
to ■ particular institutioo. If an 
Institution receives a reduced FCC or 
none at alL because of an unacceptable 
default rate, the funds which might have 
accrued to that institution will be 
allocated. Instead, to other Institutions, 
for needy students at Ihosa Institutions. 
Because under the NDSL program 
Federal funds are loaned rather than 
granted, and because those loans are 
made only to needy students regardless 
of the institution making them. It is 
reasonable for the Secretary to allocata 
the Umited available funds to those 
Institutions with proven success at 
managing and collecting their loans. As 
discussed earlier, the imposition of the 
default penalty Is not unfair or harsh 
whh rvgiiril to the institution Itself, and 
similarly (icltlicrhnrsh nor unfulr to the 
unlvurse o^necdy students. The 
Secretary iigrees that an InstituUoQ 
which is just starting to collect its Tint 
NDSL accounts may experience a high 
default rate despite careful loan 
cuunseling and diligent collection, solely 
because a few defaults may represent a 
high percentage of its small number of 
matured loans. Therefore, for the 1962r> 
B3 award year, if an inslllutlon's first 
NDSLs entered repayment status 
between July 1. 197g and June 30. 1081. 
the Secretary Interprets tha appeal 
criterion In i B74.7(d](Z) to allow such a 
"new" insHiution which demonstrates 
that its dcfftult rate has steadily 
declined to receive FCC despite a 
default rate greater than 25 p'ircenL 

Comment: Some commcntcrj stated 
that the selection of 10 percent as the 
maximum acceptable default rate Is 
unrealistic and arbitrary. Another 
commcntcr felt that the sanction of 
eliminating FCC for institutions with . 
default rates in excess o[ 25 percent Is 
too harsh. 

Response: NcWher the reduction of 
FCC based on default rates, nor the 
selection of 10 percent as the meximum 
default rate permissible without 
aflecling FCC calculation* is arbitrary or 
unrealistic The General Accounting 
Oriice (CAO). In reviewing collection 
efforts on the NDSL program, has 
strongly recommended that the 
Secretary establish on aixeplable 
default rate ond withhold Federal funds 
from schools that exceed that rate. 
These regulations adopt that 
. recommendation. 



The 10 percent Tigure selected as the 
maxlmiun acceptable default rate, as 
measured according to fi 674.6a(d). In • 
fact approximates tha actual national 
average default rate for tha nscal year 
ending June 30. 1960 (ll.B percent). - 
That average, moreover. Includes 
those loans In default more than nine 
years, which may be excluded from the 
default rate calculation for appeal 
purposto, as explained later In these 
comments and In Instructions for 
appeals already disseminated to the 
[tnancial aid community. Furthermore, 
the percentage of Institutions with 
default rates of 10 percent orless 
Increased from 40.5 percent In fiscal 
year 1960 to 45 percent In fiscal year 
lOSl.The Secretary expects that the 
percentage of institutions with rates of 
10 percent orless will continue to 
Increase. These regulations allow 
Institutions to further reduce their 
default rates by demonstrating on 
appeal the success of their collccUoQ 
eflorts through December 1981. 
Moreover, the graduated effect of the 
default rate sanction serves as a 
simultaneous sanction and incentive for 
improvement for institutions with 
unacceptably high rates. For these 
reasons, the 10 percent figiue is neither 
arbitrary nor unrealistic. 

Data compiled by the Department 
through June pO, 1981 shows that less 
than 12 percent of all Institutions have 
default rates In excess of 25 pcrccnL It is 
likely that after completion of the appeal 
process less than 10 percent of all 
institutions will still be found, for 
default penalty purposes, to have 
default rates over 25 pcrcenL 
To Institute a credible sanction, the 
• Secretary believes, as CAO has 
recommended, that an absolute 
tolerable default rate must be adopted. 
In tight of this data, the selection of 25 
percent as the maximum tolerable t 
default rate is reasonable. 

Comment- One commcntcr asserted 
that eliminating FCC to an institutioo 
wUh a default rate In excess of 25 
percent created an unappealable, 
irrebuttable presumption against its 
receiving funds. The commcntcr argurfd 
that this sanction bad an Impcrnitssible 
. "disparate Impact" on Dlacx and 
Hispanic students, and sought a waiver 
of this bar for Institutions serving 
substantial numbers of such students, at 
least to allow such schools access to the 
appeal process. 

/Jesponse.*The commcnter 
misunderstands the regulaUoa.The 
NPRM used the phrase "default penalty 
applied to InsUtutions with a default' 
rale greater than 10 percent" to Include 
both the reduction and the elimination 



of FCC, As stated In the NPRM. if the 
Secretary Initially applies the default 
rate sanction to reduce or eliminate the 
FCC an Institution may receive, the 
Institution may appeal that "default 
penalty", i 674.7(c)(l)(ll). It does so by 
demonstrating that the default rate 
triggering that sanction, a rate derived 
from base ycer statistics. Is no longer 
accarate. and that an acceptable rate 
has been reached, fi e74.7(d)(2).The 
Secretary has here modified the wording 
of this section to clarify this point. 
Institutions with default rates between 
10 and 25 percent may appeal the 
penalty by appeoling their "expected 
collections". 

Contrary to the commcnter's 
arguments. Title VI of the Civil Rights 
Act of 1904. and a fortiori, a "disparate 
impact" standard, obviously do not 
apply to or control actions by the 
Department in distnbuUng NDSL funds: 
nonetheless, eny institution iititially 
barred from receiving FCC because of a 
default rate In excess of 25 percent niay 
appeal that denial through the National 
Appeal Panel process. 

Comment:'The same commcnter \ 
stated that the Department improperly 
exaggerates the Institution's default rate 
by deriving that rate from statistic^) 
Categories different from those specified 
in the regulations. The cOmmenter 
contends that in mcusiirlng the default 
rate, the Department should consider 
only those payments pest due am' in 
default on loans at that schnnl. noted at 
Section (c). line fi. colii-nn {[], page 37 of 
the institution's Fiscal-Operations 
Report and Application to Participate In 
lha NDSL. SF.OC and CWS Programs 
(F1S.\P), not the entire principal amount 
outstanding on those loans, noted In 
column (ej of that same section of the 
FISAP. 

Jlcsponse: The commcntcr 
misunderstands the calculation of 
defftitit rate. The regulations define 
"defauJt rate" as the "defaulted 
principal amount outstanding" divided 
by the total principal amount 
outstanding on matured loans, Le, those 
which have at any time entered 
repayment status. 9 674,2. "Defaulted 
principal amount outstanding" is 
defined as the lalol amount borcpwed 
that has reached the repayment stage, 
minus amounts repaid or cancelled, an 
loons rcpoyable uiantljy and in default 
at leost 120 doys (or 160 days if 
repayable less frequently). The totol ■ 
amount borrowed on matured loans Is 
obviously in repayment stotus 674^5 
and SecUon C-1, FISAP, p. 3} and thus 
that entire amount is to be counted 
under the regulatory default rate 
formula* not merely the amount of those 
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iAilallmenti past due. The lonxmlA fa: 
I 874^ and iXat as«d ia talcuUting 
entries od line (8). colonm (f) of nction 
C of the FISAP are thus the same:. 
Moreover, the terras of the NDSLloan. 
Pari 674. Af pendU R Section [2){Ai, 
permit the institotion to •ccelerate 
loan if oay InBtallmcnt Is miiaed. Both 
the regulstory definitioa o( **defaahed 
prindpaJ amounl fialsUuidin^ mA that 
in the FISAP count only the oatstandlzag 
balance on loans in which at least tluvc 
consecutive paymeDts are missed. It i» 
reasonable to astome thai after three 
payments are missed the obUgatioa to 
repay the entire balaxice of soch loans 
has, or should have, been accelerated by 
the institution. On an accelerated loan, 
that entire outstanding balance la in fact 
due and in default, nither than merely 
the one or two missed payments. 

Co/7i/7ientTvvocommenlcr»fell that 
the default fate problem could be solved 
with fairness to all types of Institutions 
by allowing a more prompt assignment 
of loans to ED rather than rccjuiring an 
Institution to wail two years. Ona 
commenler 8Uj{ges^cd that 120 days 
would be more appr6priate:rmaUy. ooa 
commeoter felt that the default rate 
problem commonly encountered by 
community colle{{es was due to the latge 
number of students who transferred to 
four>ycar institutions. These students 
have little need for transcripls from tiie 
former since such records often bccoma 
part of the rf cords at the four^ar 
institutions. Besides this loss of 
leverage, the increased difiiculty in 
tracking borrowers who tranifor 
contributes to the default problem at 
these schools. 

i7r5po/i5e: The two-year period 
referred to by the conunenten la 
mandated by Section 463(a)(5) of the 
Higher Education Act and may not be 
changed by the Secretary. The Secretary 
concedes that the high number of 
transferring students can for several 
reasons create particular dlTicultlca for 
community coUcgca, but doei^ not 
concede that these difTicultieL warrant 
exception from the default rate penalty. 
First, such a school may appeal the 
calculation or application of the default 
rate penalty. Secondly, the school may 
assign to the Dcpartroent loans la 
default for two yeara and thereby 
exclude them from the default rale 
calculation, {f the school properly 
documented the loans and exercised due 
diligence In attempting collection. The 
school must loclude loans in default lest 
than Iwo years In its defaoll rate , 
calculation: however. dHigcnt iise'of the * 
Department's skip-tracing service, or 
employment of a commercial stdp- 
tracer, would help reduce the number td 



defaults related to the hlgUy-transIiml 
nature of Jta stodenl body. Neither 
imposes any additional Cnaocia] 
burden: (be tanmex service la free, the 
latter, chargeable to the NDSL fond. 
Appeals 

Comment Several commenlers raised 
objections not to the appeal criteria and 
documcntation requirements listed In 
the NPRM at I 074.7 (c} and (d). but to 
the appeal liutructlons and suggeited 
documcntation information recently 
mailed to finandalaid administrators. 
These commeoters contend that the 
Secretary by distributing this 
information In a direct mailing rather 
than publishing it In the Federal Rogistor 
bypassed the publication requirements 
in the General Education Provisions Act 
(GEPA). 

/Icspo/i5e;ThIs comment,' which bears 
not on the proposed rula but on its 
implcmeotation by Die Department, 
misconstrues the nature of the materia] 
mailed to participating institutions 
regarding appeal procedures. The 
instructions merely list the appeal 
criteria already specified In the NPRM 
and suggest appropriate documentation 
to substantiate an appellant's claim for 
relief from the Department's 
determination of a particular funding 
clement. Other material may be 
supplied, and submission of the 
specified docimicnlatloil'doca not assure 
a successful appeal. The Instructions 
add no requirements or procedures to 
those published In the NPRM. aod GEPA 
docs not. therefore, require their 
publication. Furthermore, by previewing 
the substance of those inslructiona at 
workshops conducted for the public In 
the fan of 1081, the Secretary gave 
ample advance warning of their content; 
by mailing them as soon as they were 
finalized directly to the affected 
individuals, financial aid administrctors, 
the Secretary further respected the 
reasons underlying the publication 
requirement. • 

Comment: A number of commcntert 
specifically complained of one of the 
appeal Instructions described earlier 
which allow InsHtntions to exclude 
loans which have been in collection for 
at least nine years from their default 
r?le calculations. Proprietary 
institutions complained that this specific 
option discriminated against them. 

/les/jo/jserThe Secretary befievcs that 
measurement of collection efTort of 
many Institutions is distorted by 
requiring them to tncludeloansin 
default nine or more years in their 
default rate calculation year after year. 
By allowing exclusion of these tonus 
from the default rate calculation for 
institutions which choose to appeal a 



default rate penalty, the Secretary 
intends no discrimi nation against 
propriettry scboola. Rather, the 
exclusion of mch prr-lfl72 defaults 
eliminates from the default rate 
measureraent process o«ily those loans 
made before the OEDce of Edncalioa 
oifercd formal ijHdelines lo 
participating lurl^ola co proper loan 
managcmenl and coUcction practices. 
The first NDSL collection procedures 
were pobltshed in a 1967 loan manuoL 
Loans madepnrsuanl to the new 
Instructions typically reached 
repayment status fa: fiscal year 1972. 
nine years before the base year used for 
statistical purposes on current 
applications for FCC Fanlty loan 
execution and Inadequate collection 
efforts on loans maturing m 1972 are 
therefore fairly considered the school's 
rcBponsiblUty, hence those later defaults 
are properly counted against the 
school's default rale. Because most * 
proprietary institutions Tirst participated 
after 1072. and had from the start the 
benefit of directions on loan 
management and collection. It ia 
reasonable to measure them against the 
standards expected of other Institutions 
at that time. ■ 

Timing of Regulation and Funding 
Process 

Comment A number of cninmenters 
staled tliat by publishing tliese final 
regulations so shortly after publishing 
the NPRM and notifying institutions of 
their tentative allocations for award 
year 1962-83. the Department showed no 
interest In seriously considering 
comments submitted In response to the 
NPRM. 

Hesponse: The Secretary admits that 
the short time between the publication 
dales ofthu NPRM and of these final - 
regulations condensed the comment 
consideration period more than might 
have been desired. Each comment was 
fully considered, however. Furthermore, 
the Secretory stresses that every cflbrt 
was made to aTcrt the financial aid 
community to the changes made in these 
regulations, and to solicit comments 
from interested parties, well before the 
publication of the NPRM, throngh 
workshops conducted for financial old 
administrators. This amply 
demonstrates a serious effort to 
publicize proposed changes and.respjnd 
to community reactions to them. 

Comment One commcntcr requested 
additional information on the definition 
of "small entity* used by the 
Department under the Regulatory .. 
Flcxibilttv Act. The same commenter 
also disa^ced with the Secretary's 
certification that the regulations wonid 
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not hnve a ilgnincant economic Impact 
on a lubilantial number of small 
enhtiei. The commentcrb«IjcvBd tbe 
'default penally and verincation 
proviiioni would bave a slgnlTicani 
economic Impact 

HesponsB:'the Department uses tbo 
definilloni of "imall local educational 
agency" and "sroall institution of higher 
cducallon" published on Jaauary 16, 
IMt al 4fl FR 3920. If the Department 
decides to change these dcHnitions. naw 
donniUons will be published In the 
Fedoral Ra^star for public CommenL 
Since thase regulations apply to 
institutiona of higher education, the 
definition of "Bmall institution of higher 
education" Is applicable. Mora 
specifically, since the full-ilifa 
equivalent student enrollment figures 
were not readily available' this 
definition includes those InstituUoas 
with a total student populatloa of less 
than 550. 

The phrase "significant economic 
impact" Is not duHned In the Rcgulatoty 
Flexibility Act. Th<r proposed 
reguliition^did not establish any 
mandatory v^riHration requirements. 
Tlierefore. It was not possible to 
attribute any economic impact to this 
provision. TTie verification requirement 
has been deleted from these final 
regulations. 

Two categories of Instltutinns aro 
affected by the default penalty: those 
with defnult rates between 10 and 25 
percent which have their FCC reduced, 
nnd those with a rate exceeding 25 
percent which receive no FCC for that • 
'application. For those institutions In tha 
first category, with default rates 
between 10 and 2.S percent, the FCC U 
reduced by the "excpss overdue 
amount," that portion of their defaulted 
loans which would have been received 
if the institution had a 10 percent default 
rata. The institution. In other words. U 
treated as If It had an acceptable default 
rate, and hnd collected the amount It 
would have recovered had It a 10 
percent rate. 

To Riiiiess economic Impact on small 
Institutions, one must determine tha 
amount of the penalty affecting thosa 
schools. For several reasons, the exact 
dollar amount of the penalty applied to 
. small inslitutions as a group cannot be 
determined. 

First, new FCC Is basad on tha 
difference between the approved *1evel 
of expend! tuns". 34 CFR e74,6(b). and 
Icndnble resources availabla to tha 
InstHuiion: Its actual and projected 
repayments, its reimbursements for - . I 
tescher service, ond military service of ' 
, Its borrowers. The "excess overdue 
amounl" is treated as another resotircQ. 
The amount of these resources V a rie* ' 
widely from school to school: a school 
theoretically suffering reduced FCC 
because of a default rate between 10 
and 25 percent may have sufTtciant 



resources, such as actual loan , 
repayments and/or cancellallon 
reimburscmants. that It In fact has the 
same amount of fundamada available to 
It as if there were no penalty. Second, as 
a result of the decrease In the fiscal year 
1982 NDSL appropriation, many schools 
will In fact receive less FCC than they 
would qualify for In years with lerger 
appropriations. In computing tha 
"average" reduction attributable 'o the 
default penalty. It was assumed that tha 
nallonai average "percentage fundable** 
was B5.&4 percent. This figure la that ' 
percent of new FCC for which all 
Institutions qualift^ which the NDSL 
appropriation suffices to fund. In fact, as 
appeals are decided, the total amount 
for which Institutions qualify will in all 
likelihood increase; the grcate* the total 
amount of funds for which Institutions 
qualify, the smaller the percei.tago nf 
that amount funded will be. 

For these reasons, tha "average" 
reduction In FCC attributable to the 
default penalty used In tbe following 
analysis thus overststes tha real effect 
(if tha penalty In many cases. For the 
19B2-B3 award year, preliminary data 
indicates that if the amount attributable 
to the dtffault pehalty, considered In 
laolallon. were In fact to reduce FCC, 
the 275 small Institutions affected would 
suffer an average reduction of 50.988, on 
amount suffident for about 10 average 
loans. On the other hand. 542 large 
Institutions will suffer, in theory, an 
average reduction of S4B.102. 
Furlhermore, tha elements on which tha 
default penalty reduction Is based may 
be appealed and modified, further 
reducing the average decreaao In FCC 
Finally, funds actually withheld hem 
small iiutltutlons with unacceptable 
default rates will be redistributed to 
those small institutions with acceptable 
rntes. There will be, therefore, nonet 
Impact on small institutions, &■ a sniup, 
with default rates In the 10-25 percent 
range. Fur all these reasons, the 
Secretary concludes that this provision 
of the regulations will not have a 
significant economic impact on a 
substantial numberof small Institutions 
In the first category. 

Institutions In the second category, 
those with ^ .i«;t rates over 25 percent, 
will not qu ;ify for FCC under the new 
rule. Currci.* :eguIatIons allow such 
institutions new FCC only IT they 
'demonstrate that despite the rate, they 
arc exercising due diligence In ' 
collection. 34 CFR 674.Ba(a3l3), 46 FR . 
5251, January 19, 108t, Tha economic 
Impact of tha rev/5t?(/default penalty for 
schools In this category Is. therefore, the 
difference In treatment between current 
and revised rules. Under current 
procedure In award year 1961-82. small 
schools with default rates greater than 
25 percent experienced an average 
amount of FCC withheld because of tha 
penalty of $27,643: larger schools 



experienced an average withheld FCC 
emount of $61,132. Under the new rule, 
small schools with default rates over 25 
percent will experience an average FCC 
withheld of S24,OS7, and large schools, 
$80,678. The new rule In fact has less 
average Impact on small schools. These 
figures for 1982-83 under the new rule 
are somewhat overstated, again, for the 
same reasons as applicable to those 
schools In the 10-25 percent default 
range; schnola excluded in preliminary 
calculatloiui may likewise successfully 
appeal that determination and qualify 
for FCC For these reasons the Secretary 
concludes that the new rule wiH not 
have a significant economic Impact pn a 
substantial numberof small institutions 
In this second category. 

Miscellaneous 

Comments: Thtcc miscellaneous 
comments were received. One 
coomicnter Indicated that liis iastitution 
accepted the loan accounts of an 
Institution that went out of business. As 
a result, he does not think it fair that his 
Institution's default rate should Induda 
the Inan accounts from that closed . 
School. A second commcnter suggested 
deleting the CWS reallocation provision 
which devotes to cooperative education 
program^ 50 percent of those funds 
remaining after meeting the State's 
Initial allotment and any deficiency In 
any institution's conditional guarantee. 
Finally, a third commenter requested 
that institutions be given a choice In tha 
Selection of base year to use for the 
Institutional gift aid figure in the SEOG 
need calculation. 

Besponsetlhe main reason an 
Institution accepts the fund from a . 
closed school Is to Increase the size of 
the fund from which it can make loans 
to its own students. An institution that 
accepted the loan accounts of a closed 
school roust be willing to accept the 
liabilities as well as the benefits of 
having another Institution's accounts 
assigned to It. Scttmd, the cooperative 
education program pro vfsi on is a — 
statutory requirement and therefore, tha 
Secretary has no authority to delete IL 
Third. In Implementing the statutory 
formula for determining SEOG need the 
Secretary selected 1977-76 as the year 
for measuring Institutional gift aid after 
extensive discussion with the financial 
' aid community. There was general 
agreement that use of a fixed year 
would eliminate that disincentive to 
Increasing Institutional gift aid which a 
moving base year might create. Given 
the settled expectations of parllcipating 
Institutions regarding this position, the 
Secretary does not believe It desirable 
to change the list of appealable (terns to 
permit appeals of this Item ao late in the 
Current funding cycle, but will consider 
allowing such appeals in the future. 
m Doc ta-suma nttd i-xi-u. ■ 4s •«] 
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Mr. Simon. Before we call on our witnesses, let me ask my col- 
leagues if they want to add anything. 
Mr. Ford. 

Mr. Ford. Thank you, Mr. Chairman. 

I am very happy to see you having hearings on this matter and 
frankly I am a little bit taken by surprise that the Department of 
Education would move as precipitously as they have la this matter. 
After dragging their feet with the regulation, sort of tantalizing all 
of us with what they had in mind, they have now moved in a way 
which really catches many of these institutions off balance. 

I am certain, Mr. Chairman, that during these hearings the 
Office of Education will be happy to tell us about their stewardship 
of the Education Amendments of 1980, which you and I passed 
with all the members of this committee virtually in agreement. We 
fully intended to improve the loan collection situation not only 
with respect to NDSL, but with GSL's as well. 

Indeed, even in the very worst case described here by the Depart- 
ment, used as justification for these regulations, the schools are 
doing much better with these loans than anybody is doing with the 
veteran's cost of instruction loans. 

I continue to be amazed that program can continue in the 50-per- 
cent repayment rate consistently year after year and nobody seems 
to want to do anything about it. However, it is not under our com- 
mittee's jurisdiction. 

If one looks at the loan collection record of loan programs under 
your committee, Mr. Chairman, over the last 4 years you will see 
an extraordinary improvement statistically in the collection. 

That didn't just happen hy, accident. It happened through the 
persistent efforts of the commiittees on the House and Senate side 
in urging the previous administration and the current administra- 
tion to institute businesslike practices at all levels ci the loan ad- 
ministration. It was also intended to assist the smaller institutions 
which did not have the business office capacity in the early stages 
of the participation in the program to anticipate how much detail 
and how much business acumen was going to have to be allocated 
to the program. 

I recall during the 1980 reauthorizations and prior to that, in 
1977, when we were considering what eventually became the 
Middle Income Student Assistance Act in 1978, that among the 
many facets of loan collections, we analyzed the problem of 



I shared some stereotypes which people had developed over the 
years about the kind of people who had trouble paying back their 
loans. I fully expect that when you observe a population of stu- 
dents in a school which is heavily populated with children from 
low-income areas of a community and low-income family back- 
grounds and low-income personal experience before they get to the 
institution, that all which is reasonable tells you that the chances 
that a large number of those students are going to escape very far 
from the low-income base that they are launched from are not very 
great. 

The chairman's contrast between Harvard and Yale and East St. 
Louis is a good one. I look at the high default rate list and see in- 
stitutions in the city of Detroit which are representative of the pop- 
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ulation of a which has been experiencing a 60-percent unem- 
ployment rate among black youth aged 18 to 25 for well over 3 
years. 

How in the world could anybody pay a loan back there? I don't 
see anything indicating that the Department realizes the difference 
between coming out of a training program in a Detroit or a Pitts- 
burgh or a Cleveland or an Akron. Why just look at Akron alone 
where I very recently found out they won't even be making auto- 
mobile tires after October of this year. 

There are parts of this country that are just totally devastated 
economically. There are programs tha^ 3, 4, 5 years ago made all 
kinds of sense in terms of training people and aiming them toward 
employment. 

Employment is gone. It just seems to me in the middle of the 
greatest period of unemployment we have had since the depth of 
the Great Depression that the Department of Education shows no 
sensitivity to the impact of the times that we are in and the condi- 
tions that we are in on this program. 

It is almost a'miracle when one looks at the deterioration in the 
last 3 or 4 years of the economy in the industrial northwest and 
northeast, and what was becoming the industrial southeast, and 
recognizes that at that very same time there is a constant decrease 
in the default rate in this program. 

How could you be doing better at collecting money when job op- 
portunities have been disappearing by the thousands every month? 
They must be doing something right at these schools if they im- 
proved default rates under the conditions which they have been op- 
erating under for the last 4 years. 

I submit that i aey have been improving because we made 
changes as recently as 1980, and then again in 1981 with respect to 
IRS cooperation, that have not yet had an opportunity to fully 
impact the institutions. 

I think the Department is moving too fast and too radically. I 
would hope that this committee could slow them down a little bit 
and we can pause and reason together over the realities of where 
we are. 

Maybe what they want to do now would make sense if the insti- 
tutions had a couple more years to see how they react to the 
changes which were made in Federal law, the regulations which 
ought to be made to implement those changes, and then some 
upturn in the economy. 

I would become panicky, Mr. Chairman, if unemployment was 
going down and loan collections were going down with it. But when 
I see unemployment going up and loan collections going up at the 
same time, that is the best indicator of a good faith effort on the 
part of both the borrowers and lenders which one could possibly 
find. 

How can you argue with the fact that when things are getting 
tougher, people are paying better? Does that indicate that people 
are not making the effort they were before? I don't think so, and I 
don't think the administration has the right response for what ev- 
erybody recognizes as the problem. 

Obviously, we would like to have 100 percent collection because 
then we would have more money to make available to other stu- 
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dents who need it. But this is not the way to reach 100 percent col- 
lection. This is the way to truly discourage people from making any 
effort. 

The schools which are trying to improve, Mr. Chairman, and 
those that have been making some improvement, are going to get a 
kick in the teeth with this regulation. It will say to them, don't 
bother to improve anymore because even if you try, you can't make 
the impossible goal we are trying to give you. So just quit. Stop 
running the race. You are too far behind to win, so don't even 
finish. 

That is what these regulations will do. I hope that the committee 
will seriously consider modifying the regulations at the very least 
before they are allowed to go into effect. 

Thank you, Mr. Chairman. 

Mr. Simon. Mr. Erlenborn. 

Mr. Erlenborn. Thank you, Mr. Chairman. 

I don't have a prepared statement, but let me say those who are 
truly friends of the national direct student loan program ought not 
automatically react against a proposal to improve the collection of 
these loans and to decrease the default rate because this program 
will not be sustained, will not be supported if we continue with the 
sort of default rate that we have had in the past in all too many 
institutions that have taken advantage of this program, 

I don't know if these are the best regulations to effect better col- 
lection. I applaud, Mr, Chairman, your calling this hearing so that 
we can hear some testimony and make that judgment. 

But there seems to be on the part of some that automatic ad- 
verse reaction to any proposal to force institutions to impiove their 
default rate. Many institutions have a very good collection rate, a 
default rate of 3 to 5 percent in many institutions. That low, 3 to 5 
percent, is not unusual. Yet, there is another group of institutions 
where default rates run 80 percent and higher. 

I think it is very interesting when one looks at the list that has 
been published in Higher Education Daily of the institutions that 
will be affected by these regulations. One thing stands out: Aca- 
demic institutions are by and large not included m this list; propri- 
etary institutions by and large are. 

The profitmaking institutions have been taking advantage of this 
program and have had the highest default rate. In my own State of 
Illinois— I won't read the names in full of these institutions, I don't 
want to embarrass anyone, but let me just read parts of the names 
of the vast majority of the institutions in Illinois: the Academy of 
Beauty Culture, Institute of Cosmetology, Coiffure School of 
Beauty, another school of beauty. School of Cosmetology, It is these 
proprietary institutions. 

The same thing in California. You should see the list of the insti- 
tutions in California. I haven't counted them, but it looks like 
there are a couple hundred institutions in California that would be 
affected. Most of them are like the Mountain View Beauty College, 
Universal Beauty Academy, Medical and Dental Assistants School, 
another beauty college. These are almost entirely proprietary insti- 
tutions that have these high default rates. 

My colleague from Florida— not Florida, I bet he wished he 
were — from Michigan — particularly these days I bet you wish you 
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weren't from Michigan—suggests that it is the economic times that 
have caused these high default rates. These default rates have been 
at these extremely high levels for many, many years, long before 
we were in the recessions of the last couple of years. 

Again, Mr. Chairman, I don't know if this is the best approach, 
but let me say that politically this program will not be supported 
unless we begin to make attempts to reduce these default rates and 
to disqualify those who have made no attempt to collect the de- 
faulted loans. 

Let me also say that I believe that efforts to improve the collec- 
tions began in the last administration under Secretary Califano. I 
applaud the efforts that he began and have been followed up by 
successors in the Department of Health, Education and Welfare 
and Department of Education. 

. Mr. Chairman, I hope that we will find a way to work coopera- 
tively with the Department of Education to see that this program 
is made to work better, that the loans that are made are collected, 
and therefore the program can continue. If not, I predict that the 
program will have to terminate. 

Thank you, Mr. Chairman. 

Mr. Simon. Mr. Peyser. 

Mr. Peyser. Thank you, Mr. Chairman. 

Mr. Chairman, I will be brief in this. I think it is important to 
note that what we are seeing here is a pattern that is absolutely 
consistent in this administration. This administration started out 
with the purpose of ending Federal support to education in this 
country. 

They have had amazing success, unfortunately, over the last year 
and a half. We have been able to hold on to some things, but you 
know if the 1983 budget that the President presented to us were 
enacted, we would have cut over 50 percent of all Federal aid to 
educatiori in 2 year's time. 

What they are trying to do now with the direct student loan, as I 
say, is totally consistent with the grand plan. Within the next 
couple of years, if they can it seems the plan is to eliminate all of 
these programs. I think that is what we have to be very careful of. 

In a very brief response to my friejid from Illinois, who cited a 
number of schools dealing with development of people learning the 
trades, whether it is beauty parlors or mechanics or things of this 
nature, we are talking about the people, poor people who are 
trying to learn a craft or a skill that can ultimately let them 
become taxpayers in this country, so they can get out of the abso- 
lute depths of the poverty situation that they are in. 

If we have losses in this direction, so be it. These people are 
making an effort, and I don't think we can look at names and titles 
of schools and say those are the ones that have the big default rate. 
Those may be the very ones who are reaching the people that 
nobody else is reaching and giving them a chance at life today. 

I think it is vital that this effort continue. It isn't just those 
schools, incidentally, but community colleges around this country 
that also reach in an economic sense, and in many cases students 
from a lower level of the economy. 

We will hear testimony this morning from the Sullivan County 
Community College, which is typical of many small community col- 
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leges that are really doing a very important job in education and 
yet are suffering under the new proposed regulations that will 
have a terrible impact on them and will strike at the very young 
people that we should be most concerned about helping in educa- 
tion. 

I am hopeful that the results of this hearing will be a change in 
these regulations, a striking back at what I view to be an outra- 
geous program that this administration is on in terms of education. 

There are just so many other places that money can be saved 
and that money can be used. So much spending is just totally irrel- 
evant to the future of our country especially when taken out of 
education. 

I yield back the balance of my time. 

Mr. Erlenborn. Would the gentleman yield? 

Mr. Peyser. I would be glad to yield to my friend. 

Mr. Erlenborn. Let me just say that the gentleman tries to jus- 
tify the nonrepayment of these loans on the basis of the economic 
conditions of the loan recipients. If you want this to be a grant pro- 
gi'am, make it a grant program, but don't clothe a grant program 
in the guise of a loan program. 

I would also suggest that there is plenty of evidence that lawyer^ 
and doctors who achieve their professional status who are now 
working for the Government are refusing to repay their Govern- 
ment loans. It isn't just the poor people. 

Mr. Peyser. I have no argument with those people. In fact, I am 
all for getting them. This committee has moved over the last sever- 
al years, as the gentleman well knows, toward every effort to make 
those collections. We should keep doing it. 

The gentleman did cite the kind of cases that I think— and it is 
not a grant program — where we ought to hold out the hope and be- 
lieve that many can repay. But if they don't, so be it. It doesn't 
mean we give up on them. But it gives them the chance. They are 
the poorest ones in the economic sense, and they are the ones who 
most desperately need this program. 

I yield back the balance of my time. 

Mr. Ford. Mr. Chairman, I just have to respond to the assertion 
by the gentleman from Illinois that if you want to make it a grant 
program, make it a grant program. I guess he and I are the only 
two survivors from the writing of the i965 Higher Education Act. 
Then we indeed tried to make it a grant program and Congress 
wasn't yet ready for what we later did with something called 
BEOG's — now Pell grants. We fooled around, for some time, for ex- 
ample, on how much the interest rate was going to be. 

I don't believe there was anyone on the committee at that time 
that really gave much attention to the question of what loan collec- 
tions were going to be. I don't think there was anyone at that time 
who realistically believed that the collection of loans was going to 
impinge on our intent to expand the availability of loans because 
we were concentrating then on a population that to a great extent 
that now actually is the population that is being served by this pro- 
gram. 

The gentleman is one of the great friends in this Congress of the 
guaranteed student loan program. We have worked together over 
the years to protect and enhance that program. But he knows full 
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well that his friends in the banks and my friends in the banks 
don't want these kids. They didn't want them in . 1965, and still 
don't want them. 

If we let this program close up for the very poorest of those par- 
ticipating in the program, there is no place for them to go. Are 
they going to go and take the more scarce dollars now in the guar- 
anteed student loan program? No. 

What we are really talking about is squeezing out the people at 
the very bottom of the bottom and not leaving any alternative for 
them. Some of them I suppose without access to the loan might 
qualify for an adequate BEOG grant, now called a Pell grant, and 
that might replace it. It will put an additional strain on that pro- 
gram, I guess, at the very time that the gentleman's party has 
adopted a budget to cut the money in that program. 

Now, you can say what you want, John, nobody on this commit- 
tee has worked harder than you and I have to protect the integrity 
of these programs by seeing to it that money was collected. 

We are not automatically saying that you shouldn't collect or 
that you should forget about collections because we are dealing 
with poor people who don't have access to jobs at the level of the 
economy where they are trying to enter the job market. But the 
facts of life are such that if the administration goes ahead with 
this regulation, it is going to be one more way to demonstrate that 
the poorest of the poor, as Chairman Perkins so frequently de- 
scribes them, are going to be pushed out. 

I find it interesting to see that what you call academic schools 
are indeed included in this list. I see at least three on the high de- 
fault list in Michigan which produce an awful lot of people for the 
University of Michigan, which we proudly recognize as the finest 
public university in the country bar none. 

I know you folks in Illinois long for the day when you could beat 
us either in football or academically and that you have some feel- 
ing of inadequacy. But I am proud to live in Michigan, even when 
we are unemployed. 

Mr. Simon. On that provincial note, we are going to take a recess 
for a rollcall. 

[Recess.] 

Mr. Peyser [presiding]. We will start the hearing again. Chair- 
man Simon will be back in just a few minutes. We do want to move 
this along. 

We are very pleased to have as the first witnesses this morning 
my colleague, Walter Fauntroy, who has certainly over the years 
expressed a deep concern in the areas of education and particularly 
the impact on the poor. Accompanying him is Rev. John Satter- 
white, on behalf of the Black Churches and Colleges/Universities 
Network. 

Walter, if you would start, we would be delighted to hear your 
testimony. 

STATEMENT OF HON. WALTER E. FAUNTROY, A DELEGATE IN 
CONGRESS FROM THE DISTRICT OF COLUMBIA 

Mr. Fauntroy. Thank you, Mr. Chairman. 
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I certainly appreciate the opportunity to appear before the com- 
mittee. I want to express my heartfelt appreciation to the Subcom- 
mittee on Postsecondary Education for providing me the opportuni- 
ty, in my capacity as chairman of the Congressional Black Caucus, 
to testify before you on the serious concern which we in the Caucus 
have with the Department of Education's untimely and, in our 
view, ill-considered proposed rule changes in the national direct 
student loan program. 

While my colleagues and I in the Congressional Black Caucus 
share a concern with the impact of these proposed rule changes on 
all students and institutions of higher education, I will be confining 
my remarks to what we perceive to be the impact of these proposed 
rule changes on black students and predominantly black institu- 
tions of higher education. 

Mr. Chairman, as you know, on July 28, 1982, the Department of 
Education published a list of 528 institutions that would become in- 
eligible to receive the NDSL allocations due to proposed rule 
changes making any institution with a default rate in excess of 25 
.percent ineligible for additiona»NDSL funds. 

This ruling will have a devastating impact upon 59 predominant- 
ly black institutions of higher education. The majority of these in- 
stitutions lack a substantial resource base from which to operate 
and maintain existing programs. 

Before listing that impact, however, let me just familiarize you 
with some important history that I think bears on the proposed 
cutbacks. 

Black institutions of higher education have only received Federal 
support since 1965, when Congress provided for equal opportunity 
through access to educational fUnding. Thus, only recently has 
there been a Federal commitment to ameliorating previous inequi- 
ties in support of predominantly black institutions of higher educa- 
tion. 

Additionally, the proposed rule changes appear to have been 
made within a context that ignores the improved collection rates at 
the affected black institutions. The proposed rule change will have 
the actual impact of penalizing black institutions with an improved 
record of collection. 

Mr. Chairman, the 59 affected black institutions of higher educa- 
tion have performed a very special mission in providing an educa- 
tional opportunity to the majority of our Nation's black students, 
enabling them to enter the mainstream and contribute to the well- 
being and wealth of our Nation. 

At this point I would like to focus on the victims of the proposed 
rule changes. Students who have nothing to do with institutional 
shortcomings in administering the NDSL program will be penal- 
ized by this proposed rule change. They are being made pawns in a 
fiscal and political controversy not of their own making. 

The timing of the proposed NDSL change is particularly cruel 
and, in our view, irresponsible. It comes on the eve of a new school 
year and will have a devastating impact at this point in history be- 
cause of previously legislated cuts in the Pell grant program, the 
supplemental educational opportunity grant program, and college 
work study programs. 
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It comes at a time of depression-level unemployment and under- 
employment in the black community with, as you know, rates of 
unemployment nearing 20 percent in the black community general- 
ly and in many of our communities as high as 60 percent for black 
teenagers. 

Of course, this places severe restrictions on the abilities of black 
families to contribute toward meeting the expenses of their young 
people for higher education. Over 90 percent of black students at- 
tending institutions of higher education already have extremely 
limited resources on which to draw for higher education expenses. 

The proposed rule change, coming at this late date, so close to 
the advent of the fall semester, threatens chaos, with campus-based 
student financial aid awards only being tentative allocations. 

Many institutions among the 59 affected had counted on NDSL 
allocations to provide the first portion of a given student's pay- 
ments on tuition obligations. This proposed rule change of the De- 
partment of Education has the potential to impact upon and sacri- 
fice the educational plans of 125,000 black students at 59 predomi- 
nantly black institutions in 18 States of our Nation, 

In place of this proposed rule change, it would seem to us to be 
far more constructive, responsible and sensible to establish a part- 
nership between the Federal Grovernment and these affected insti- 
tutions to set up a timetable for repayment and to provide techni- 
cal assistance to correct the default situation that these institu- 
tions find themselves in today. 

Rather than implementing this ill-considered rule change, I 
would recommend for consideration to this subcommittee a 1-year 
moratorium on the implementation of the proposed change. This 
would provide the necessary time period to provide the institutions 
with the necessary technical assistance to correct a situation that 
has had its roots in historical neglect of predominantly black insti- 
tutions of higher education. 

This would be a far wiser choice, in our view, and would enable 
our Nation to protect and promote some very valuable national re- 
sources, 125,000 black students and 59 valuable institutions, which 
are a vital part of our Nation's educational infrastructure, 

I want to thank you for having offered us this opportunity to be 
here to open this hearing on this subject, 

[Prepared statement of Hon, Walter Fauntroy follows:] 

Prepared Statement of Hon. Walter E. Fauntroy, a Delegate in Congress 
From the District of Columbia 

Mr. Chairman, I want to express my appreciation to the Subcommittee on Post- 
secondary Education for providing me with the opportunity in my capacity as chair- 
man of the Congressional Black Caucus to testify before you today on the serious 
concerns which we in the Congressional Black Caucus have with the Department of 
Education's untimely and ill-considered proposed rule changes in the national direct 
student loan program. While my colleagues and I in the Congressional Black Caucus 
share a concern with the impact of these proposed changes on all students and infati- 
tutions of higher education, I will confine my remarks to what we perceive as the 
impact of these proposed rule changes on black students and predominantly black 
institutions of higher education. 

Mr. Chairman, as you know on July 28, 1982, the Department of Education pub- 
lished a list of 528 institutions that would become ineligible to receive NDSL alloca- 
tions due to proposed rule changes making any institution with a default rate in 
excess of 25 percent ineligible for additional NDSL Funds. 
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This ruling will have a devastating impact upon 59 predominantly black institu- 
tions of higher education. The impact of. such a cutback on black institutions of 
higher education will be especially severe. The m^ority of these institutions lack a 
substantial and secure resource base from which to operate and maintain existing 
programs. 

Such proposed cutbacks and rule changes appear to ic^iore some very important 
history. Black institutions of higher education have only received Federal support 
since 1965» when Congress provided for equal opportunity in. access to educational 
funding. Thus, only recently has there been a Federal commitment to ameliorating 
previous inequities in support of predominantly black institutions of higher educa- 
tion. 

Additionally, the proposed rule changes appear to have been made within a con- 
text that ignores the improved collection rates at the affected black institutions. The 
proposed rule change will have the actual impact of penalizing black institutions 
with an improved record of collection. 

Mr. Chairman, the 59 affected black institutions of higher education have per- 
formed a very special mission in providing educational opportunity to the majority 
of our Nation^s black students enabling them to enter the mainstream and contrib- 
ute to the well being and wealth of our country. 

At this point, I would like to focus on the victims of the proposed rule change. 
Students, who have nothing to do with institutional shortcomings in administering 
the NDSL will be penalized by this proposed rule change. They are being made 
pawns in a fiscal and political controversy not of their making. The timing of the 
proposed NDSL change is particularly cruel and irresponsible. 

It comes on the eve of a new school year and will have a devastating impact at 
this point in history because of previously legislated cuts in the Pell grant program, 
the supplemental educational opportunity grant program and college work-study 
programs. 

It comes at a time of depression level unemployment and underemployment in 
the black community with rates of unemployment at about 20 percent and one out 
of every three black workers affected by unemployment. This places severe restric- 
tions on the abilities of black families to contribute toward meeting the expenses of 
higher education. 

Over 90 percent of black students attending institutions of higher education al« 
ready have extremely limited resources on which to draw for higher education ex- 
penses. 

The proposed rule change coming at this late date, so close to the advent of the 
fall semester threatens chaos with campus-based student financial aid awards only 
being tentative allocations, many institutions among the 59 affected, had counted on 
NDSL allocations to provide the first portion of a given student's payment on tu- 
ition obligations. 

This proposed rule change of the Department of Education has the potential to 
impact upon and sacrifice the educational plans of 125,000 black students at 59 pre- 
dominately black institutions in 18 States of our Union. 

In place of this proposed rule change it would be far more constructive, responsi- 
ble, and sensible to establish a partnership between the Federal Government and 
these affected institutions to set up a timetable for repayment and to provide tech- 
nical assistance to correct the default situation that these institutions find them- 
selves in. 

Rather than implementing this ill considered rule change, I would recommend for 
consideration to this subcommittee a 1-year moratorium on the implementation of 
the proposed change. This would provide the necessary time period to provide the 
institutions with the necessary technical assistance to correct a situation that has 
its rovits in the historical neglect of predominately black institutions of higher edu- 
cation. 

This would be a far wiser choice and would enable our Nation to protect and pro- 
mote some very valuable national resources, 125,000 black students and 59 valuable 
institutions which are a vital part of our Nation's educational infrastructure. 

I thank the subcommittee and you, Mr. Chairmaii, for the opportunity to appear 
before you this morning. 

Mr. Fauntroy. I am so very pleased, as you indicated, to have 
accompanying me Dr. John Satterwhite, who is a man of long- 
standing support and participation in higher education as a clergy- 
man and as a leader in our church community. 
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Dr. Satterwhite is currently the professor of ecumenicity at the 
Wesleyan Theological Seminary and formerly served r the dean of 
the Hood Theological Seminary and professor at Livingston Col- 
lege, one of our fine black colleges ir the country. 

Dr. Satterwhite is also the editor of the African Methodist-Epis- 
copal Zion Quarterly Review and in all those capacities has com- 
mitted himself to developing a creative partnership between black 
institutions of higher education and our churches, in an effort to 
promote the survival and sustain the ability of our students to ac- 
quire higher education in this country. 

STATEMENT OF REV. JOHN SATTERWHITE, BLACK CHURCHES 
AND COLLEGES/UNIVERSITIES NETWORK 

Reverend Satterwhite. Thank you very much. Congressman 
Fauntroy. 

Mr. Chairman and members of the subcommittee, I want to ex- 
press my appreciation to you, the Subcommittee on Postsecondary 
Education, for providing me an opportunity in my capacity as a 
member of Black Churches and Black Colleges/Universities Net- 
work and as a board member of the National Conference on Black 
Churches and Churchmen to testify before you today on the serious 
concern we, as the black church, have with the Department of Edu- 
cation's untimely and defeating proposed rule changes in the na- 
tional direct student loan program. 

Although my colleagues and I in the Black Churches and Col- 
leges/Universities Network are concerned about the effects of the 
proposed rule changes on all students and educational institutions, 
I will confine my testimony^ to the potential impact that these pro- 
posed rule changes will have on black students in predominantly 
black colleges and universities. 

Black colleges, universities, and seminaries are splendid hall- 
marks of higher education's contribution to American pluralism 
and play the vital role in maintaining both diversity in educational 
choice and autonomy from Government control. 

Historically, the black colleges and universities were primarily 
founded and supported through private philanthropic sources. 
These institutions have never depended solely on Government Fed- 
eral funding of any kind. 

However, during these times of austerity, we, the Black 
Churches and Black Colleges/ Universities Network call upon the 
Government to be understanding, compassionate and realistic in its 
giving assistance to help preserve such a rich educational heritage. 

These colleges and universities have educated great scholars in 
the following areas: social sciences, health and medical sciences, 
applied sciences, physical and military sciences, religion and theol- 
ogy. 

Mr. Chairman and members of the subcommittee, as the Black 
Churches and Black Colleges/ Universities Network, we are deeply 
concerned about the effects of the proposed NDSL regulation 
changes on the 140 black colleges and universities of this Nation. 

We are especially concerned about the immediate effects of these 
changes on the 59 black colleges and universities listed by the De- 
partment of Education as those that will not receive additional . 
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NDSL allocations because their NDSL default rate is in excess of 
25 percent. 

Our particular concerns with the default penalty section of the 
proposed regulation changes are as follows: 

First, although there may have been high default rates 10 years 
ago, since the NDSL regulations of recent years, the collection 
rates at many black colleges/universities have improved. Thus, we 
believe that new applicante should not be penalized for previous de- 
faulters. 

Second, black colleges/universities have only received Federal 
support since the bipartisan Congress of 1965 passed the education 
acts providing for equal opportunity in access to educational funds. 

Thus, it has only been through those acts and legislation of 
successive bipartisan Congresses, including the present one, that 
this Nation has begun to remedy the previous gaps in support of 
black higher education. 

Therefore, to impose such drastic cutbacks in student aid at this 
point in history in the face of severe unemployment, which has 
taken a heavy toll on the economic resources of black families, re- 
flects an insensitivity to the educational needs of and in the black 
community. 

Third, because our black institutions of higher education perform 
a special mission in educating the majority of this Nation s black 
students, thus enabling them to enter the mainstream and become 
productive taxpayers, we need to insure that the national support 
for equal opportunity in higher education, which has so recently 
come to the scene, is not negated. 

Mr. Chairman, although the black colleges and universities of 
this Nation are predominantly black, they have always extended 
an invitation with the hope that black, brown, red, yellow, and 
white persons will elect to participate in the liberation of persons 
for our redemption and to enhance the quality of life for all in this 
country. 

This is the methodology of black educational institutions which 
have their roots in the black church: the capacities that our broth- 
ers and sisters have in common; the experiences of the church in 
daily communion as students and educators striving to find new 
ways to create channels for liberation and newness of life; and the 
ability to provide leadership to bring about a society dedicated to 
the well-being of persons. 

In closing, Mr. Chairman, and members of the committee, let me 
therefore state that the Black Churches and Black Colleges/Uni- 
versities Network recommends the following: 

First, that there be a 1-year moratorium on the implementation 
of the proposed regulation changes to provide time for public com- 
ment and possible amendments; and 

Second, that the Black Churches and Black Colleges/Universities 
Network will work closely with black graduates to encourage them 
to repay their NDSL loans on a timely schedule. 

I sincerely thank you, Mr. Chairman and members of the com- 
mittee. 

Mr. Peyser. I thank both of you gentlemen for your statements. 
Due to the fact that we have a vote on the budget reconciliation 
on the floor right now, I am just going to ask for a brief comment 
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from each of my colleagues here. One, I think your statements are 
excellent and very much to the point. 

I would like you to recall that it wasn't many months ago that 
President Reagan, in a 5-minute radio talk on education, said that 
he wanted to assure black colleges in this country that they had 
nothing to worry about, that his administration was dedicated to 
keeping them going and to keep the opportunity for them. Now we 
see the result of that, but this is not unlike a lot of other promises 
and safety nets that had been set out by the administration. 

I thank you for your testimony. I certainly am in strong agree- 
ment. 

Mr. Erdahl, would you like to comment? 

Mr. Erdahl. Thank you very much, Mr. Chairman. 

Before doing that I should mention that our chairman, Paul 
Simon — maybe he got the message to you — asked me if I would run 
back and get the meeting started. I was detained by a State senator 
from my State who wanted to get into the gallery. But this is just 
to let you know that Mr. Simon's absence is not an indication of 
his lack of interest because he was called into an Illinois delegation 
meeting. 

I just want to also commend both Dr. Satterwhite and Delegate 
Fauntroy for their statements and the emphasis that they have, 
and also the specificity of your suggestions. I think most of us 
would agree that while we need some regulation, we should have 
regulations hopefully that don't negatively impact on some people 
that need to get an NDSL. Sometimes it is a ticket out of poverty 
or a new chance for the best shot at life possible. 

On the other hand, I think we have to realize that in this time of 
austerity that we must see that we do a better job of collecting. I 
think your comments here were well-taken. I think of the local 
hometown banker. If he has trouble collecting loans, he doesn't 
quit making them. He does a better job of explaining them in the 
first place and a better job of collecting them in the second place. 

I hope we can do that probably with some modifications in the 
proposal that we received from the department. 

Thank you very much, Mr. Chairman. 

Mr. Feyser. Tiiank you. 

Mr. Weiss. 

Mr. Weiss. Thank you very much, Mr. Chairman. 

The only thing I want to add is that obviously the timing of this 
proposal is just utterly reckless and heedless of the consequences 
that it is going to have on both students and the institutions. 

On that basis alone it seems to me that the department would be 
well advised to review what it has done and at least provide a 1- 
year interim period so that people can adjust to what in ^fact they 
are expecting to be done. The testimony was just outstanding. 

Thank you, Mr. Chairman. 

Mr. Peyser. The committee will recess. .We will return for the 

next panel as soon as this vote is completed. 
[Recess.] \ 
Mr. Simon [presiding]. The subcommittee will renew its hearing. 

My apologies for being absent. We have a little thing called a tax 

bill that we had a meeting on. 
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We are pleased to have a panel here and to present as the first 
witness the president of Sangamon State University, with which I 
was once affiliated. I am sure they may deny that, but it is a fact. 
We are pleased to have the president of Sangamon State Universi- 
ty from Illinois here. 

Dr. Lacy. 

STATEMENT OF ALEX LACY, PRESIDENT, SANGAMON STATE 
UNIVERSITY, SPRINGFIELD, ILL. 

Mr. Lacy. Mr. Chairman, thank you very much. 

We do not deny that, and I think the chairman should know that 
our faculty has reserved a place for you. We hope you don't call on 
that place until about 2001 because we would rather have you here, 
but the place is still there. 

Mr. Simon. I thank you. 

Mr. Lacy. Mr. Chairman, you have my opening statement. I 
would not attempt to repeat that. I would like to make a couple of 
points that I believe' might be phrased a little differently from the 
very good ppiuts that have been made so far both by the previous 
witnesses ariri by the members of the committee. 

I am not here because our institution stands to take a significant 
financial losfi on this matter. We stand to lose only about $13,000 
this year if this regulation is adopted. That does mean, however, 
that about 12 students will not be able to attend our institution as 
a result. That is a significant number. I am more concerned about 
the politics and philosophy of the situation than the actual amount 
of money that we stand to lose. 

It appears to me that by administrative practice and now by pro- 
posed regulation the Department of Education in effect is attempt- 
ing to rewrite congressional intent for this program. 

We now have financial aid offices and business offices across this 
country in a great state of confusion about this program. I ai.n 
afraid in actual day-to-day practice, as they consider the toan 
making opportunities, the focus is now on the security of the loan, 
not the need of the student. 

I would hope that this committee could find a way to reempha- 
size the clear congressional intent of this program to aid needy stu- 
dents. It is a subtle matter, perhaps, but I believe it is true that not 
just those institutions that have default rates above 25 percent, but 
those in the 10- to 25-percent range, and those who fear they may 
be reaching the 10-percent range, that they are perb^^ps ovex'ly con- 
cerned in these economic times about the security ot tlae loans they 
are making. 

Second, Mr. Chairman, I believe the points have been very 
made already this morning that this action is very untimely both 
in terms of the academic year and the current financial planning 
of students and in terms of the current state of this economy. 

Furthermore, I can see no confitructive results coming from this 
regulation. I can clearly see n number of very negative results 
coming from this regulation. 

The regulation penalizes ianocent students who have nothing to 
do with this default rate. I think that is a great shame. Although it 
is difficult to document, it is my belief, Mr. Chairman, that the - 
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likelihood is that if this regulation is adopted, it will in effect real- 
locate money away from most needy students and toward students 
who perhaps have other alternatives of financing their education. 

You noted, Mr. Chairman, in opening this hearing, the example 
of East St. Louis as one of our most difficult economic areas. 
Nearly half the students who are in default at my institution grew 
up and came to us from East St. Louis, 

We know these students well, we know their current circum- 
stances. Many of these students are the first members of their ex- 
tended families ever to receive a baccalaureate degree. Many of the 
students who are in default are currently employed. It also hap- 
pens that they have other debts, some of those also connected to 
their education that they have to pay, some of those to banks 
where the banker's opportunity to delay collection are not as great. 
Also, they have families to support. In many instances, because 
they now have a baccalaureate degree, they are the only members 
of their extended families with a job. Food and rent has to come 

first. 1 1 • J 

We are in correspondence with many students who are in de- 
fault. The only option that I have left to me as president with these 
. students is to go to litigation. I have not yet taken that step, which 
I believe is the only option I have left, because I don't believe the 
courts can do anything more than our business officer has done. I 
don't believe they can collect the money any more successfully. 

I do believe that these students are going to pay as soon as the 
opportunity presents itself to them in a reasonable way for pay- 
ment. I would hope, Mr. Chairman, this regulation could be de- 
layed for at least a year so that during that period of time other 
alternatives which might be more constructive could be considered. 

Thank you very much. 

Mr. Simon. Thank you. 

We will hear from all the witnesses and then have questions. 
[Prepared statement of Alex Lacy follows:] 

Prepared Statement of Dr. Alex B. Lacy, Jr., President, Sangamon State 
University, Springfield, III, 

Mr. Chairman, Members of the Committee, thank you very much for the opportu- 
nity to testify on this important subject. I want to thank you, Mr Chairman, and all 
of the members of this committee for the outstanding leadership that you have 
sriven on the critical issues concerning higher education that have been before you 
in the past two years. These are difficult times for our nation s colleges and univer- 
sities. You have brought sound reason and a constructive perspective to bear on the 
important debate that we have had about higher education in this administration, 
and! am certain that the positions you have taken in this committee in support ot 
higher education will pay rich dividends for our nation in the long term. Our col- 
leges and universities remain the one basic institution in our society which have a 
range of resources equal to the scope of the problems faced by our society. We have 
within our colleges and universities capabilities which can make a vast difference as 
our nation looks to the future, and we appreciate the support and guidance of this 
committee as we attempt to husband those capabilities and apply them wisely. 

The NSDL program is one of those central programs that has served our coimtry 
well over the years. It has brought a college education within reach for many of our 
young people who, without the program, would not have had the opportunity tor 
formal study beyond high schooL I have been dismayed, Mr. Chairman^by recent 
rhetoric which seems to attempt to redirect the intent of this program. The rhetoric 
is essentially that there has been a change in the public mood from support for 
needy students to support for a policy of making safe loans ^yhlch are certam to De 
repaid. The rhetoric, Mr. Chairman, has created much confusion about this program 
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to. the extent that tho journal, Business Officer,' reported in its l&at issue that "Col- 
leges and universities iliid themselves in a dilemma about whether to treat NDSL 
solely as a program for needy students or act more like a lending institution and 
minimize risks. 

Quite to the contrary, congressional intent in this program is clear, both in the 
language of the Act and the legislative history of the bill. The program is aimed at 
providing loan funds to students in need. If you had wanted us to apply the criteria 
that a bank would apply in making a loan, you would have designed a different 
kind of program. However, you did provide a need-based program and certain risks 
are involved in that kind of loan-making. 

The results of the program, Mr. Chairman, have been well worth the risks. At 
Sangamon State University, I believe that we have done a good job of implementing 
congressional intent in this program and our results have been impressive We have 
taken young people off the street corners, provided them with a solid educational 
opportunity, and watched as most of them now make significant contributions to 
9ur society and to its economy. They are paying taxes now. Without this program, it 
IS likely that many of these former students would be drawing tax funds in this 
economy. The vast majority of these students have paid their loans on time and 
have been responsible in every way toward this program. The need-based program 
has worked, and my first request is to urge this committee to reiterate that this is 
the continuing congressional intent for the program. 

On a second matter, Mr. Chairman, I v/ant you to know that we have taken our 
collection responsibilities seriously. We have made every effort to collect these 
loans, the Department of Education rhetoric about us notwithstanding We have 
used every collection tool available to us, including the use of our staters most suc- 
cessful private collection agencies. We have tried to implement every suggestion 
that the Department has ever made to us concerning collection. In our institution 
the matter has had the careful attention of myself as President njid of our govern- 
ing board, the Illinois Board of Regents. We have taken creative .^teps in the collec- 
tion programs. This year, for instance, the Presid^t of our sttident body and ^ 
wrote a joint letter to each delinquent former student explaining the importar ce o^^ 
their repayment to this current generation of students whose financial needs arc 
extraordinary. That plea got results. I assure you, Mr. Chairman/ that, whether or 
not new funds are made available to us, we will continue to make every effort to 
collect these loans. 

However, Mr. Chairman, I hope that even yet steps can be taken to delay the Sec- 
retary s decision relative to the distribution of the new dollars. The decision is not 
an appropriate remedy or penalty for the problem. It hurts innocent students—this 
current generation of students whose needs, at least in the case of Sangamon State 
Univerfiity, are very urgent. The Secretary's decision does not put us in a better po- 
sition to collect the money, and thus is not a constructive decision. Furthermore it 
foils congressional intent by, in its effect, redistributing the new dollars away from 
those who need it most urgently and have no other alternatives toward those who 
need it less and may have other alternatives. 

Furthermore, the timing of the Secretary's decision could not be worse. It comes 
at a time when student need is very high. The general state of the nation's econo- 
my, continued inflation as reflected in tuition and fee charges and other costs of 
education, and major reductions in other federal student aid programs make this 
fall a particularly difficult time for many students and their families. A reconsider- 
ation of this decision, or at the least delaying it for a year, could make a big differ- 
ence in the individual lives of many students. 

A number of questions should be considered during a reconsideration period. The 
Department's definition of institutional delinquency, for instance, is one of these 
questions. The delinquent list does not include those institutions who have elected 
to turn their loans in default back to the Department. These loans are still due, 
those institutional default rates are really stiU high. In a very real way, some of 
these institutions have been less responsible than those of us who are still trying to 
cope with the problem, collect the money, and in so doing refused to pass the buck 
back to the Department. Yet these institutions will receive new dollars and we will 
not under the current Department of Education policy. 

I hope, Mr. Chairman, that this committee will request thie Secretary to delay the 
implementation of his decision for this year's appropriation accordingly. The time 
could be used to develop other, more effective, more equitable steps to achieve the 
goal of collecting all of these loans. To that end, I would recommend that the Secre- 

* "ED Asseaament of NDSL Program Indicates Why Borrowers Default, How to Collect 
Loans." Business OITicer, Vol. 16, No. 1 (July 1982), p.7. 
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tary convene a task force of Presidents from institutions with high default rates and 
give them a mandate to come up with alternatives over the next ninety days for a. 
new policy that could be implemented during this next year. 
Thank you, Mr. Chairman. 

Mr. Simon. Next, Leo Corbie, acting vice chancellor, the City 
University of New York. We are pleased to have you here. 

STATEMENT OF LEO CORBIE, ACTING VICE CHANCELLOR, THE 
CITY UNIVERSITY OF NEW YORK, ACCOMPANIED BY ANGELO 
B. PROTO, DEAN FOR STUDENT SERVICES 

Mr. Corbie. Thank you, Mr. Chairman and members of the sub- 
committee. 

I thank you for this opportunity to comment on the recently re- 
leased regulations of the campus-based student assistance funding 
process as they apply to the national direct student loan program. 

I am Leo CSorbie, the acting vice chancellor for student affairs 
and special programs of the City University of New York, the larg- 
est urban-based university in the Nation, dedicated to the principle 
of access to higher education. 

It is composed of 18 colleges — 9 senior colleges, 1 technical col- 
lege, 7 community colleges, and 1 graduate center— with an enroll- 
ment of 173,000 students. 

Its mission is to provide education to all of the people of New 
York City who are seeking higher education. We are leaders in the 
iarea of open admissions because of this mission. 

The population that we serve is poor, evidenced by the fact that 
of the 110,000 students receiving student financial aid, over 70 per- 
cent of them come from families \dth incomes of less than $12,000. 

Since the 1972 amendments to the Higher Education Act, the 
philosophy of access and choice of higher education has been 
widely accepted. This philosophy is a good one, one to which the 
City University of New York fully subscribes. CUNY provides 



The new proposed NDSL regulation, without postponement, will 
deny to the university approximately $2 million of Federal capital 
contribution to this NDSL fund. Additionally, the nonreceipt of the 
Federal funds will result in the loss of $225,000 of matching funds 
from the State and city as the institutional share of new funds. 
This means that 3,500 students will not be able to receive loans at 
the City University of New York. 

The university is opposed to the timing of the regulations as it 
relates to the funding process and the university's planning and op- 
eration for financial aid. It is also opposed to the appeals mecha- 
nism, which do not allow for consideration of factors such as the 
institution's effoi-ts in collections and the nature of the students 
they serve. • r j- 

The old regulations permitted the schools to receive fundmg 
from the national direct student loan program if they either 
showed significant improvement in reducing their default rate or 
certify that they were in compliance with the due diligence re- 
quirements with respect to loan servicing and collections. Under 
the old regulations, schools had to be in a position to prove compli- 
ance with due diligence to receive new funds. 



access. 
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City Univerfiity has reduced its default rate from 46 percent to 
22 percent in 3 years. While we are asking that these regulations 
be postponed so that CUNY, the City University, can receive funds 
to assist the students for 1982-83, it has not been negligent in its 
efforts to service and collect on its own student loans. 

The university is opposed to high default rates and has taken ac- 
tions to address the problem. We are spending over $1.5 million per 
year to service our loan portfolio. We have stepped up our collec- 
tions activity in recent years by using more aggressive collection 
agents, litigating more and by lending out second placement collec- 
tion contracts. 

We have recently used a tactic which was used by the Depart- 
ment of Education. We match our defaulters against our payroll re- 
cords and are pursuing payment from those people aggressively. 

Plans have been made to set up an in-house collections group to 
supplement our contracted collection agents, a payroll match 
against State and city payrolls if there are no legal barriers, and 
more rigorous quality assurance standards. 

The issuance of this regulation was poorly timed in the sense 
that it came after the end of the year from which the data was 
used to derive the default rate and the proposed penalties. It was 
designed to affect the funding of schools for the year 1982-83, 
which for the NDSL program is derived from 1980-81 program op- 
erations. 

The notice of proposed rulemaking was issued on Januai-y 7, 
1982, well after the time when schools could have made operational 
adjustments to accommodate the revised standards. 

It would appear that a regulation should be issued in a reason- 
able timeframe which would allow schools to adjust their planning 
and operations to minimize any negative effects. In this case, it 
clearly did not allow time for those adjustments. 

Postponement of the effective date of the new regulations will 
allow colleges to grant NDSL loans on the basis of assumptions 
made in good faith under regulations in effect in the spring and 
summer of 1982. Moreover, schools will be able to adjust collection 
efforts to conform to newly developed default formulas. 

Finally, postponement will allow time for the Secretary to devel- 
op default formulas which reflect divergences among different 
types of institutions. The university is not asking for rescinding of 
the regulation, merely for a 1-year postponement. 

In addition, it is safe to assume that when a student receives less 
funding in the NDSL program, students will turn to the GSL pro- 
gram, increasing the volume in it. Not only will this result in 
higher Federal costs in the GSL program, it will have a devastating 
effect on poor students who will face higher repayments upon sepa- 
ration from school. 

CUNY has made sufficient effort in servicing its loan portfolio so 
that it should not be penalized for the commitment to a mission of 
educational access to a low-income population. These regulations do 
not make an accommodation for serving different missions, differ- 
ent types of students and different demograhics of geographic loca- 
tion. 

We are willing to assist the Secretary of the Department of Edu- 
cation in developing a fairer regulation which will consider more 
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than mere percentages. However, until such a rule is developed, we 
ask that this one be postponed so that the old regulation, which at 
least accommodates effort, is used to determine institutional fund- 
ing in the NDSL program for 1982'-83. 

When the new rule is developed, we hope that it will be imple- 
mented with full consideration given to the timing of the funding 
process and the operational processes at institutions. 

In summary, CUNY has made strides to lowering its default 
rate. The need for postponement is only fair and equitable given 
the timing of these new regulations by the Department of Educa- 
tion. 

Thank you, Mr. Chairman. I will be glad to answer any questions 
the committee has as this time. 

Mr. Simon. Thank you very much. Dr. Corbie. 

Mr. Simon. Next is President Isaac Miller of Bennett College in 
Greensboro, N.C. 

We are pleased to have you here. 

STATEMENT OF ISAAC H. MILLER, PRESIDENT, BENNETT 
COLLEGE, GREENSBORO, N.C. 

Mr. Miller. Thank you, Mr. Chairman. 

I am deeply appreciative of the opportunity to appear before this 
subcommittee and to submit a statement. You will find that I have 
provided a statement for insertion in the hearing record on my 
own as president of Bennett College, but I shall be presenting the 
position of the United Negro College Fund in my oral statement to 
the committee. 

Mr. Simon. All the statements will be entered into the record. 

Mr. Miller. I am Isaac Miller, president of Bennett College in 
Greensboro, N.C. Bennett is a 4-year institution for women, enroll- 
ing approximately 600 students, affiliated with the United Method- 
ist Church and founded in 1873. ^ 

I am here, as stated, not only on behalf of Bennett College but 
also on behalf of the United Negro College Fund and its member 
institutions. ^^-.t^^ . . . i . i 

Mr. Chairman, Bennett is one of eight UNCF mstitutions which 
will be able to participate in the National Direct Student Loan. I 
might point out that this is because of our default rate, but in con- 
sideration of earlier testimony, the amount of participation that 
has been projected might include us with that 59 that was earlier 
stated as not participating at all as a result of this proposed legisla- 
tion, and this is what we are faced with. 

Cut from the program are 34 UNCF institutions that comprise 
approximately 81 percent of our institutions that are 4-year, fully 
accredited private institutions serving the truly needy of our State. 

m, m ge^YiMrt Qhairm^n, that Bennett finds no^honor in this 
disiinction, These proposed regulations, if allowed to go through 
with the elimination of the due diligence clause, will lock out of the 
NDSL program many small institutions. 

Many students attending these colleges will be forced to look to 
lower cost institutions for completion of their education. There is 
already a high feeling of anxiety. The uncertainty over the predic- 
tions of additional cuts in NDSL, Pell grants and SEOG's in fiscal 
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year 1983-84 has already had a negative impact on our present 
school year. 

At Bennett College and I am sure at other institutions around 
the country, the freshman class is getting smaller and upper class- 
men are beginning to transfer to State and 2-year institutions. 

The NDSL program has helped many Bennett students to fi- 
nance their education costs. Since 1957, there have been 1,462 Ben- 
nett student borrowers, totaling in excess of $1 million in loans. 

Through the years, the average loan has ranged from $100 
through $1,500. At present, Bennett has a default rate of 19 per- 
cent. Currently at Bennett 166 students are in default for 1- to 5- 
year NDSL loans, owing an amount approximately of $134,670. 
There are 50 students in default for the 5- to 9-year NDSL loans, 
owing some $17,121. 

In an effort to bring our default rate down into compliance, the 
college initiated the following steps: 

First, the college loan officer now interviews every prospective 
borrower. The student is kept reminded of her loan status while at 
Bennett. At graduation, or when the student leaves before gradua- 
tion, the loan officer holds an exit interview and sets a loan repay- 
ment schedule. 

Second, a special notification is sent to borrowers who may be 
teaching and who have not filed a teacher cancellation form. 
Under present rules, a student borrower teaching in a designated 
area can have a loan gradually forgiveq. However, unless a notice 
is filed, the institution is held liable for the loan. 

Third, the transcript of any student in default is held until pay- 
ment is made. 

Fourth the college has contact with the Wachovia Service, Inc. 
and the Central Adjustment Bureau, who serve as the billing and 
collecting agencies respectively. The Central Adjustment Bureau 
charges the college 33^3 percent for all accounts that they take, re- 
gardless of whether they are able to collect or not. 

An institution such as Bennett, which has limited resources, is 
doubly burdened in attempting to collect on loans. Moneys which 
normally would go to academic programs must be used to pay the 
collection agency. Loans which are turned over to the Department 
of Education and are later collected go to the Federal Treasury 
rather than to the institution, thus eliminating the appropriation 
for future generations of students from receiving loan aid. 

Twice this year our very old loans were turned back to the De- 
partment of Education. While the college is no longer responsible 
for these loans, it derives no benefit from them, but this was the 
only way we could lower our default rate, by lessening our ability 
to lend to needy students. 

Yet, Bennett College, while it has taken these painful and costly 
measures to reduce its default rate and now judged to be eligible 
for NDSL's, we still will not be able to receive any new federal cap- 
ital contributions from the Department rf Education. As a result, 
Bennett will find it extremely difficult to meet the needs of its 
needy students, of whom 80 percent require financial assistance. 

In the larger picture, restrictions on NDSL will make Bennett 
College less able to compete for students. Our sister institutions, 
who will receive no additional NDSL funds, will suffer even more 
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than Bennett. These are the institutions supporting the truly 
needy students. This again is a clear example of the needy being 
penalized for being poor. 

You see, the NDSL reduction alone would not kill us, but taken 
together, with smaller Pell grants, SEOG grants and college work- 
study aid, can potentially destroy us as an institution. 

The percentage of students attending UNCF colleges on NDSL is 
17 percent. The percentage of students on guaranteed student loans 
is 4 percent. Many of our students who are extremely poor are con- 
sidered by commercial banks as high-risk borrowers, therefore, 
they refuse to lend them GSL funds. 

Many black students view the NDSL program as a black student 
loan program because they can get NDSL's when they are unable 
to get the GSL's. 

Over time, the guaranteed student loans have become a middk - 
and upper-income student loan program. The guaranteed student 
loan program grant is the most costly loan program to the Federal 
Government. 

While the national default rate for GSL's is higher than NDSL's,- 
12.3 percent versus 11.12 percent, there is no similar penalty being 
directed toward recipients of those institutions and students. 

I, and the United Negro College Fund, would hope that the De- 
partment of Education would suspend, at least for 1 year, its NDSL 
regulations. 

This would enable many institutions who have diligently labored 
to reduce thdr NDSL default rates to be eligible. Hopefully, within 
a year, new proposals will be considered by the Department of Edu- 
cation that will not penalize institutions that serve the most needy 
students. 

I appreciate the opportunity of presenting this testimony and 
will respond to any questions at an appropriate time. 
Mr. Simon. Thank you very much. Dr. Miller. 
[Prepared statement of Isaac Miller follows:] 

Prepared Statement of Isaac H. Miller, Jr., President, Bennett College, 

Greensboro, N.C. 

Chairman Simon, honorable committee members, thank you for inviting me to 
participate in the Subcommittee hearing on the National Direct Student Loan regu- 
lations. I am profoundly grateful for this privilege of offering testimony bearing on 
the policies governing the eligibility of colleges to participate in the NDSL program 
and receive new Federal Capital Contributions. 

Bennett College is a four-year liberal arts* college for women, related to the 
United Methodist Church. Some 600 students pursue degree programs there annual- 
ly. The College has participated in the National Direct Student Loan Program since 
1957. During the intervening years there have been 1,462 borrowers. The amount 
that was originally lent was $1,237,268. The loans that were made ranged from $100 
to $1,500. Currently 266 borrowers are in default for 1-5 years, owing $134,670; 
there are 50 borrowers in default 5-9 years, owing $17,121. The College is assessed a 
19 percent default rate. The authorized lending level for the 1982-83 fiscal year is 
$46,990 affecting approximately fifty students. No new Federal Capital Contribution 
has been committed in spite of the fact that the default rate is between 10 percent 
and 25 percent and no appeal has been registered. The capacity of the College to 
serve students to the extent of the lending level authorized is dependent on the rate ' 
of collection of outstanding loans. 

Bennett College has been able to lower its default rate through a combination of 
(1) due diligence and. (2) referral and assignment of loans. A full time Loan Officer is 
assigned the responsibility for administering and monitoring the student loan pro- 
. gram. 

: ' • . . • ■■„. •■ . ■■■■ 
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Upon application, a Btudent is interviewed in an effort to determine whether she 
is a good credit risk. It is stressed that the loan is an obligation that is due and 
payable according to a given schedule and that repayment bears upon her credit 
record as well as upon the ability of the College to lend to other students. 

The student is reminded of her loan status at intervals during her matriculation 
at the College. 

At graduation or upon learning of a borrower's intent to withdraw from the Col- 
lege» the loan officer holds an exit interview with her during which a schedule for 
repayment is agreed upon. 

A special notification goes out to borrowers who may be teaching who have not 
filed the teacher cancellation forms with the Office of Financial Aid. 

Transcripts of record are withheld if a student is in default. 

The College uses Wachovia Services Incorporated as billing agency and Central 
Adjustment Bureau (Dallas, Texas) as collection agency. The use of these agencies 
coupled with the aforementioned internal measures has made it possible to keep the 
default rate moderate. Twice during the past two years, the College referred or as- 
signed old loans in default to the Office of Education, further reducing its default 
rate. The highest default rate experienced at any time was approximately 29 per- 
cent. 

Bennett College serves students largely from low-income families. 80 to 85 percent 
of them receive some form of student aid in varying amounts in most every case the 
assignment is needs-based. Typically the student has a financial aid package com- 
prised of allocations from the Pell Grant, the campus-based programs and others. 
For most recipients the NDSL represents an essential element in an assistance pro- 
gram that is very delicately structured. 

Measures that adversely affect the availability of NDSL funds can seriously re- 
strict the opportunities of the Bennett student. The measures that penalize a college 
for its default rate have a more immediate and distressing impact on the student in 
denying him or her the critical finanical assistance that is needed to obtain a qual- 
ity education. I respectfully submit that the proposed legislation, designed to correct 
the problem of loan default may have, long term consequences of more serious 
import than we may be prepared to contemplate. Even the talk of modification in 
assistance programs sends disquieting signals all along the line. 

In our college the prospect of declining financial assistance in 1983-84 has 
prompted from our student population a flurry of applications, for transfers to less 
costly institutions for the 1982-83 academic year. The freshman enrollment will be 
18 percent below normal and upperclass enrollment cannot be firmly set. 

We acknowledge that persons who make loans should repay them — this should 
hold at all levels of our society — and that taking steps to correct abuses is warrant- 
ed, but at the same time, I respectfully submit that the measures adopted must take 
due cognizance of the potential consequences. We must make certain that our young 
people continue to have access to quality education with a reasonable prospect of 
assistance when there is need. To ignore this obligation is to compromise the quality 
of our society. 

Thank you. 

Mr. Simon. Our final witness on this panel is Guy Goldsmith, 
the dean of administration of Sullivan Community College, in Loch 
Sheldrake, N.Y. 

Mr. Goldsmith. This is Chuck Babcock, we did not have a pre- 
pared statement to hand out because we got the information very 
late, just before we left to come down here. So our dean of students. 
Chuck Babcock will speak and I will speak briefly. 

Mr. Simon. Charles Babcock, the dean of students. 

STATEMENT OF CHARLES BABCOCK, DEAN OF STUDENTS 

Mr. Babcock. Thank you very much for giving us this opportuni- 
ty to testify. We will prepare a statement when we get back and 
send it down here for you. 

Let me just give you a few introductory brief remarks. Sullivan 
County Community College is a small, public community college in 
rural upstate New York, with an enrollment of about 1,300 full- 
time students. 
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The majority of these students are receiving financial aid, ap- 
proximately 83 percent. Our community college is unusual in that 
approximately 70 percent of our students do not come from Sulli- 
van County, but rather come from areas outside of that county. 

Two-thirds of those out-of-county studf^nts come from the Metro- 
politan New York City area, the five buroughs of New York City, 
Nassau County, Suffolk County, Westchester County, and so forth. 

We have been an open-door college before the term became popu- 
lar in the State and it became more or less an obligation of the 
State university system itself. 

We pride ourselves on being able to attract to several very suc- 
cessful career programs, students who cannot normally find such 
programs available. Our hotel technology program and our com- 
mercial art program, in particular, draw heavily from these areas. 

In 1969, 1970, we started to participate in the national direct stu- 
dent loan program. We made eight loans for a total of about $6,300. 
Through the conclusion of the 1980-1981 academic year, we had 
loaned $690,000 to 972 different students. 

We are about $120,000 in default. Our default rate for 1980-81 
was calculated to be somewhere in the neighborhood of 34 to 37 
percent. 

This has always concerned us, but we have followed the due-dili- 
gence program as specified by the Department of Education over 
the last few years. 

We contract with the Wachovia Billing Service and we use the 
Management Adjustment Bureau Collection Service. When those 
efforts fail, we attempt to turn over the uncollected loans to the 
Federal Government. 

Our default rate for the academic year 1982-83 would be below 
the Government's proposed 25 percent requirement if we could 
only get the Federal Government to accept the loans that we are 
trying to turn over to them. 

We submitted 195 loans well before the closing date. We received 
a letter indicating that they were not acceptable for a variety of 
technical reasons. Valid, but technical. 

We then resubmitted them, only to have them come back and 
say that we cannot accept them again because now you do not have 
other reasons. 

It has been a very frustrating situation for us. 

Without the Federal contribution of $42,000 plus our one-ninth 
share, we estimate that roughly 65 to 100 students will not be able 
to get NDSL loans at Sullivan County Community College for the 
1982-83 academic year. 

Since we only have 1,300 full-time students, that could have a 
significant impact upon us. 

At this time, I would like to have Guy Goldsmith continue o^>r 
testimony. 

STATEMENT OF GUY GOLDSMITH, DEAN OF ADMINISTRATION, 
SULLIVAN COMMUNITY COLLEGE, LOCH SHELDRAKE, N.Y. 

Mr. GoLDSMFTH. As this is a kind of shared responsibility be- 
tween the dean of students' office and the dean of administration's 
office, which usually does not conflict, at my end of the operation. 
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we have to look at the benefit of the program of the NDSL and 
weigh it against the disproportionate time and resources that we 
have to devote to the administration of the program that is serving 
a relatively small number of our total student body. 

We can often be involved with a borrower for a term of 8 years, 
between the deferrments that they might receive if they continue 
their education, and going into a 5-year repayment schedule, it can 
go up to that length of time that we are dealing with a student in a 
2-year school. 

This year, our administrative allowance that we received from 
NDSL was only $3,300 and we paid over $8,100 to the Wachovia 
Billing Service already, and we have a much larger investment in 
the administration of this program between personnel time from 
the financial aid office, the registrar's office, our computer center, 
and other people that are involved in the administration of this 
program. 

We have attempted to do this work ourselves. We started in the 
spring of 1973 in the loan program and then found that we had to 
go to a collection agency in 1973-74, as we were not successful in 
collecting these loans. 

In 1976-77, we started with the Wachovia Billing Service because 
of the workload put upon us as the total loan portfolio grew. We 
have continued with the billing service in an effort to comply v/ith 
the diligence requirements and sought and used various collection 
agencies to try and improve the collection of delinquent accounts 
over the years ''hat we nave been involved. 

We are acquiring the services of an additional collection service 
that we interviewed just last week in an effort to further improve 
the collections and we are presently working on the reduction of 
the default rate by. trying for a third submission of the loans that 
were turned back to us. 

They were turned back to us the first time by the Office'of Edu- 
cation. We cleared up the items that they had rejected v the list 
upon, but then thej^ rejected them a second time with new reasons 
that were not given to us in the first go-around and here we are 
dealing with not the new proposed regulations, we were dealing 
with existing regulations that we have difficulties with. 

We are presently going to attempt to get these loans turned over 
which would reduce our rate to 18 percent within the guidelines 
that we are dealing with, but we have also been told that even if 
we reduced the loans at this time, that there would be no further 
funding available for the 1982-83 year. 

We are working now to switch from Wachovia to CUN^ to im- 
prove our service, we feel that the CUNY Collection Service can do 
better> but even that has taken a 6-month period and we are still 
not fully switched over from Wachovia to CUNY at this time. 

The institution feels that we have made a good-faith effort to 
comply with the regulations and that we have been wronged in 
being dropped from additional funding for the 1982-83 year, and it 
would appear that it would be a longer period than the 1982-83 
year if the regulations are not changed in some way that would 
allow us to reduce our rate. 

Thank you for this opportunity to testify. Any questions, i will be 
happy to answer them. 
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Mr. Simon. We thank you very much, Dean Goldsmith, and all 
the witnesses. 

[Prepared statement of Guy Goldsmith and Charles Babcock 
follow:] 

Prepared Statement of Guy V. Goldsmith, Dean of Administration, Sullivan 
County Community College, Loch Sheldrake, N.Y. 

The benefit of the N.D.S.L. program to our college must be weighed taking into 
account the disproportionate time and resources devoted to the administration of a 
program serving a relatively small number of students. We can often be involved 
with the borrower for eight years before final payment is collected with deferrment 
and payment schedules. 

This year our administrative allowance was approximately $3,300. We have paid 
the Wachovia Billing Service over $8,100 and have a large investment in personnel 
time between our financial aid office, bursar's office, and computer center, in the 
administration of the N.D.S.L. program. 

We attempted to perform the billing and collection effort ourselves up to 1973- 
1974 when we started using a collection agency; and in 1976-1977 started using the 
services of Wachovia for billing. We have continued with^the billing service in an 
effort to comply with the due diligence requirements and have sought out and used 
various collection agencies in an effort to reduce our delinquent accounts. We are 
acquiring the services of an additional collection service in an effort to further im- 
prove our ability to collect N.D.S.L. loans. 

One hundred ninety-six loans originating from 1970 through 1978 were submitted 
to the Office of Education in an attempt to reduce our default rate below 25 percent 
and were rejected. These loans were resubmitted with the required information and 
then rejected a second time on new grounds. 

We are presently working on a third submission of the one hundred ninety-six 
loans. The acceptance of these loans would reduce our default rate to 18 perr^.^;,. 
We are also trying to improve the billing by working the past six months o**. cnang- 
ing from Wachovia to the SUNY service. 

We feel we have made a good faith effort to comply and that we have been 
wronged by being dropped from additional funding. 



Prepared Statement of Charles E. Babcock, Dean of Students, Sullivan 
County Community College, Loch Sheldrake, New York. 

We at Sullivan County Community College appreciate this opportunity to appear 
before this Subcommittee. Our College is a small, public community college located 
in a rual area about 100 miles northwest of New York City. We have about 1,300 
full-time students, of which between 75 and 85 percent receive some form of finan- 
cial aid. 

Our College is not like the typical public community college. About 70 percent of 
our students come from areas outside Sullivan County. Most of these come from the 
metropolitan New York City and surrounding counties. It costs about $5,100 for a 
typical out-of-county student to attend Sullivan. The NDSL program provides be- 
tween 65 and 100 students an average loan of $700. The NDSL part of the financial 
aid package can mean the difference in whether a student comes to Sullivan. 

We participated in this, high-risk program for the first time in 1969-70. We made 
8 loans in the total amount of $6,360. In 1980-81 we made 107 loans in the total 
amount of $93,290. Through the 1980-81 academic year we made 972 loans in the 
total amount of $690,537, of which $120,000 is in default. 

Based on the new regulations, we will not receive an expected federal capital con- 
tribution of $42,000. That amount, together with our capital contribution of $4,000 
means that $46,000 of loan money will not be available to lend to needy students. 

Our default rate of 34-37 percent is higher than the 25 percent established by the 
Department of Education. However, previous to this year we have met the "due dili- 
gence" requirement and have received funding. Now, it doesn't mater how hard you 
try to bill and collect, we are still prevented from receiving federal funds. 

yVe use federally recognized billing and collection agencies to meet this "due dili- 
gence" requirement of the program. But, what we have not been able to do is turn 
over sufficient bad loans to the Department of Education which would in turn lower 
our default rate. We twice submitted 196 defaulted loans to the New York Regional 
Ofilce. These were not accepted for a variety of reasons. These are technical reasons 
as far^as we can tell and have been frustrated in our attempt to have these de- 
faulted loans accepted by the regional office. 
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We do not question the intent of the regulation. What we need is more time and 
assistance to correct our local situation. 

Mr. Simon. Dr. Miller, I am interested in your statement about 
the overall impact you say has already had a negative impact on 
Bennett College. You say the combination, together with small Pell 
grants, SEOG grants, college work study, that this combination, 
and I quote you, **can potentially destroy us." 

Do you want to expand on that? I am interested, what kind of an 
endowment you have at Bennett College, for example. 

Mr. MiixER. The Bennett endowment is approximately $2.2 mil- 
lion. 

Mr. Simon. Which means that you are better than some but 
still 

Mr. Miller. But still very 

Mr. Simon [continuing]. Woefully inadequate. 

Mr. Miller. Yes. And what I intended to project there is a very 
real problem situation. We are beginning our freshman week even 
at this moment, and the impact of projected cutbacks that are pro- 
jected for the 1983-84 year have already sent their signals down to 
potential students and at this point, our freshman enrollment is off 
18 percent, roughly 18 percent. 

We have had more inquiries regarding the sending of transcripts 
in connection with plans to transfer to State and 2-year colleges. 

We have had more of that this year, and even back last spring, 
than we have ever had in my tenure at the institution. All of this 
is related to the anticipation, and of course, it has been in the 
press, it is in all types of material, what the projected cutbacks are 
going to amount to, and this message is getting through to the po- 
tential students. 

I am certain that our college is just a reflection of what many of 
these UNCF colleges are experiencing. 

Mr. Simon. While this hearing is not about their Pell grant regu- 
lation, if the administration's Pell grant regulation, which would 
eliminate $1 billion in assistance or eliminate, according to their 
testimony in response to a question I asked, 700,000 students from 
Pell grant assistance, if that comes on top of all this, in fact, Ben- 
nett College, and a lot of colleges like Bennett College, will be in 
really serious trouble. 

Is that — I don't mean to be putting words in your mouth, but is 
that an accurate assumption of where we stand? 

Mr. Miller. I would say very profoundly so, sir. We consider our- 
selves in very, very serious times. And that is putting it mildly. 

Mr. Simon. Let me ask each of the witnesses this question. Some 
of you touched on this, some of you have not. 

One, what was your default rate a year ago, or however you 
want to measure, I would like to see what kind of improvements • 
you have had, if any, and second, can you describe the student who 
is now receiving the NDSL assistance. 

Dr. Lacy. 

Mr. Lacy. Very briefly, Mr. Chairman, our default rate in 1979 
was 46 percent. We have now reduced it to 33 percent. I have on 
my desk at this time a paper which our business officer haS pro- 
vided that we might consider turning back to the department 
which would reduce that rate to 17 percent. 
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I am not going to send that paper back for reasons that I have 
indicated in my testimony. I believe that we ought to be trying to 
collect that paper, that the policy of sending it back is not a par- 
ticularly good policy anyway. 

Our rate is now 33. We have reduced it from 46 and that is a 
significant reduction. 

In our case, the student who is typically receiving this aid at this 
time, we are an upper-division institution, the student who already 
has made a diligent effort toward a baccalaureate degree, has al- 
ready accumulated at least 60 semester hours of academic credit, is 
a serious student in pursuing that degree, is typically black or from 
a low-income family, and typically is the first student in that 
family to be that close to a baccalaureate degree. 

Mr. Simon. I think we will— we unfortunately have another roll- 
call before we get to the answering of the rest of these questions. 

Mr. Peyser. Mr. Chairman, may I field this for one moment be- 
cause I am not going to be able to return, but there was one thing 
that was said by the administrative dean at Sullivan County and 
that was the regulations and the changes for being in compliance. 

I think it would be worthwhile if you could send to this commit- 
tee, when you return, include in your report just what these regu- 
lations change in the things that they are requiring after you had 
complied once. 

I think it would be worthwhile us knowing what they were. Can 
you do that for us? 

Mr. Goldsmith. Yes, we would be happy to, because that is one 
of the problems I want to address here in additibii'to the proposed 
regulations. We have difficulties in dealing with the existing regu- 
lations as well. 

Mr. Peyser. I am sure that is something shared by many. I want 
to thank everyone on the panel for their testimony this morning. It 
certainly is a great help to all of us. 

I thank you, Mr. Chairman. 

Mr. Simon. Stand in recess for 10 minutes. 

[Recess.] 

Mr. Simon. The subcommittee will resume its hearing. 

Dr. Corbie, if we can ask the same question of you. 

Mr. Corbie. I would like to say that 3 years ago, we had a default 
rate of 46 percent and we are now down to 22 percent. 

Dean Angelo Proto, who is the dean of student services, is here 
with me and I would like him to give you a profile of our students 
who do receive NDSL loans. 

Mr. Proto. As mentioned in the testimony, we have about 
110,000 students -x-ecmying all types of aid out of the 170,000 en- 
rolled in the- university. 

Our p<^r<fent of students that are dependent are around 60 per- 
cent^ We have a large independent population, about 40 percent of 
th/ose receiving aid are independent, so a profile would be more stu- 
^^ents who are really supplying support for themselves /in funding 
their education at City University; 

They are more dependent upon themselves for support. That is a 
profile of who receives the campus-based programs, more of our in- 
dependent students, rather than dependent students. 
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Mostly, as indicated in the testimony, we have about 70 percent 
of the aid recipients who have incomes of less than $12,000, that is 
gross income, less than $12,000. 

That is the nature of the students. 

Mr. Simon. If I may focus just a little more on your answer. 

Are these students who receive the NDSL loans, are these stu- 
dents who could go to their local community bank to get a loan to 
stay in college? 

Mr. Proto. They would be allowed to use the GSL. If we did not 
have NDSL, we would not have the funds. The only alternative 
would be the GSL program. We don't have institutional money, we 
have no endowment, as such, as a public institution, they would 
have to use the local bank, if you will, local lenders. 

They are for the most part students with, as I indicated, low in- 
comes, have their independents with dependents, I mean they do 
not have a supplemental job while they are going to school. That is 
basically the population. 

Mr. Simon. I am not trying to put answers in your mouth, but 
what you are talking about are students who cannot go to the 
local— if the GSL— if they cannot get GSL's or they run out of 
money and they need money, they cannot go to the First National 
Bank and get a loan. 

Mr. Proto. They would not have another alternative. 

Mr. Simon. OK. I thank you. 

President Miller. 

Mr. Miller. I think our highest default 

Mr. Simon. We can move that mike over to you there. 

Mr. Miller. In making an assessment with our Office of Finan- 
cial Aid, our highest default rate was 29 percent prior to our efforts 
and this has been brought by the method described to 19 percent. 

Our students, as those who have already been described, are gen- 
erally of a low income, low-economic status. They are in many in- 
stances the first persons in their families to pursue college educa- 
tion, many are, in fact, on essentially full financial aid with an as- 
sortment of contributions to their education and, in general, they 
are not persons who could go to the local banks and get a conven- 
tional loan for their education and this type of loan assistance is 
absolutely essential to their education. 

Mr. Simon. Thank you. I am not sure which Dean Babcock, I 
guess you are speaking for your school now. 

Mr. Babcock. OK. In answer to the question, our default rate 
reached a high of approximately 44 percent in 1978-79, and for 
1980-81, the most recent figures that have been calculated is 37 
percent. 

There has been a slight improvement in that. I do want to again 
remind this committee that previous to this year we always met 
the due diligence requirement, either through our own efforts or 
through the efforts of the Office of Education recognized billing 
and collection services. 

And what is perplexing us at this point is how to get the Federal 
Government to take over those loans that we cannot successfully 
collect, even though we are following due diligence. 

As far as the profile, the majority of our students who receive 
NDSL, and it is strictly a package, there is no one who is obviously 
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totally dependent on the NDSL, they range from the majority who 
are in the low to the lower middle-income class. 

We have several who belong to minority groups and for many, it 
is their first exposure to any form of higher education. The vast 
majority are not Sullivan County residents, they come from areeis 
out of the county and, again, we cannot predict that they would not 
come to Sullivan County Community College if this is not reversed, 
but it would make it extremely difficult for them because, again, 
we are not a typical community college. It costs roughly $5,100 for 
a student from New York State to come to our community college, 
which is a very expensive situation for a community college, pri- 
marily because we are not a commuter-type community college, 
and we do not have dormitories so they have to find very expensive 
private housing and very expensive eating accommodations. 

We just feoi tliat it is going to have a negative impact. 

Thank you. 

Mr. Simon. Thank you all. 

Let me just summarize, if I may do that, by saying that the pat- 
tern that emerges here is one of an improved collection process 
prior to this regulation being promulgated and that those who are 
going to be impacted are those who need the most help in our soci- 
ety. I think that is a fair summation of where we are. 

We thank you very, very much for your testimony. 

Our next panel is Earl Richardson, assistant to the president of 
the University of Maryland; James Stanley of Phillips Colleges of 
Gulfport, Miss.; and Leroy Greason, the president of Bowdoin Col- 
lege in Brunswick, Maine. 

Mr. Richardson, we will hear from you first. 

STATEMENT OF EARL RICHARDSON, ASSISTANT TO THE 
PRESIDENT, UNIVERSITY OF MARYLAND, COLLEGE PARK 

Mr. Richardson. Thank you, Mr. Chairman. I am Earl S. Rich- 
ardson, assistant to the president of the University of Maryland, 
Eastern Shore, for the University of Maryland. 

Pardon my saying the Eastern Shore.^ I have been with the East- 
ern Shore for about 12 years and just recently came to the Univer- 
sity of Maryland system. 

I am appearing on behalf of our Eastern Shore campus. With the 
full-time equivalent student enrollment of 

Mr. Simon. If I could just interrupt, if any of you wish to just 
enter your statements in the record and summarize them, that is 
perfectly acceptable, however you wish to proceed. 

Mr. Richardson. OK. With the full-time equivalent enrollment 
of just over 1,000 students, the University of Maryland, Eastern 
Shore, is the smallest campus of five branches of the University of 
Maryland. 

Yet it has been, and is, one of the top priorities for the Universi- 
ty of Maryland board of regents and our president, John Toll. We 
have sought to get for UMES the kinds of programs, facilities and 
funding necessary to make it a quality institution attractive to a 
variety of students from diverse backgrounds. 

We have been very successful in our efforts thus far, having es- 
tablished within just 5 yoars undergraduate programs in computer 
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science, environmental science, physical therapy, construction man- 
agement technology, special education, poultry science, and hotel/ 
restaurant technology. 

At the graduate level, we have implemented master's programs 
in guidance and counseling, special education and agriculture, and 
a special universitywide master's and doctoral program in marine, 
estuarine, and environmental studies. 

Of equal importance, we have established an honors program on 
the campus whereby students are admitted to the University of 
Maryland Professional Schools of Medicine, Dentisty, Pharmacy 
and Law, without having to compete with the regular pool of appli- 
cants. 

These initiatives have made the institution very attractive to a 
variety of students. However, we are now concerned that recent 
regulations promulgated by the Department of Education will 
impact adversely upon the institution's ability to provide the level 
of financial aid necessary to enroll many of the newly attracted 
students. 

We have calculated in particular that based on the average 
award of $750, some 132 students will be affected by the decision to 
cut off funds to all institutions with a default rate of 25 percent or 
over. 

That is the equivalent of approximately one-third of the average 
freshman class on that campus. Such a decision seems unfair and 
unreasonable, given the diligence with which that institution has 
worked to show good faith on its responsibility to collect national 
direct student loans. 

Realizing that it did not have adequate staffing to set up an ef- 
fective internal billing and collection program, and that it was un- 
likely that it would get that level of staffing in the near future, the 
Eastern Shore campus contracted with a commercial billing and 
collection agency in 1972. 

Since that time, we have attempted to educate our borrowers at 
the time of the loan on their responsibility and obligation for pay- 
ment. 

Just before graduation, we do have, as Bennett has, the exit in- 
terview in which we remind the student of his obligation for pay- 
ment of the NDSL loan. 

Within 30 days after graduation, we then turn that profile of 
that student over to the billing agency, which is Academic Finan- 
cial Services, and from there, they begin the billing within 30 days 
of notice saying that f^xst of all, payment is due, and within 45 
days, we send a second notice, and within 60 days, a third notice. 

This follows pretty much the regulations established by the de- 
partment and it goes on until we are at the 2-year period vTien 
these loans are turned over to the Department of Education. 

Since fiscal year 1978, the default rate at UMES has gone from 
52 percent to 35 percent in fiscal year 1981. Though for the fiscal 
year just ended, the rate increased approximately 3 percentage 
points. We are not sure as to why we increased this 3 percentage 
points, however we would suspect that it is probably due in some 
small part, at least, to the state of the economy at this point 
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For the same period, the amount of dollars collected increased 75 
percent from $40,000 in fiscal year 1978 to $71,000 in fiscal year 
1982. 

It is also significant to note that in the spring of this yeai*, the 
president of the:ainiversity did a study for the University of Mary- 
land board, ofxegents. on: the NDSL loan situation at all campuses 

that tiig?:^^ ^ at the success of our main campus 

at; :ie Unissisity of Ck)llege Park, and see what we 

::ar i^iiilearniiixniiihiit the other campuses. 

e explnrai thJi:ialJsrnatives of having a centralized collection 
agency fczriiie Uin?;Krsity of Maryland, then we explored the idea 
of continuing with each campus pursuing the collection of its 
NDSL loans, a; J we are also exploring whether or not a combina- 
tion of these would, in fact, be more effective than what we are 
doing. 

Given this record of progress, we might have appealed our case, 
however our director of financial aid was a member of the national 
appeals panel, and it was his informed opinion that given the pre- 
vailing mood in the Department of Education, even our achieve- 
ment profile would not have survived the scrutiny required by the 
department. 

In retrospect, we suspect that it might have been prudent to 
appeal just for the record. Notwithstanding, we remain optimistic 
that this committee will have some success in getting the Depart- 
ment of Education to agree to one or a combination of the foUow- 

First, include in the formula for determining eligibility a factor 
that takes into account significant progress made by the institution 
in reducing its default rate in any given period. 

Second, exclude from the calculation of default, loans older than 
5 to 10 years. 

Third, delay the effective date of the NDSL directives until 1982- 
83 for 1983-84 to ^low institutions to make the necessary adjust- 
ments, and, r 1- 

Fourth, allow institutions the flexibility to use a portion of the 
funds collected to augment the staffs involved with the billing and 
collection program. 

At the Eastern Shore campus, one of our problems has been, in 
particular, that we have not had large enough staff to take care of 
the workload associated with billing and collection. 

We think that if we were given the flexibility to use some of 
those dollars to actually augment the staff in terms of personnel 
and computer equipment, then we may be able to further our 
cause. 

In closing, Mr. Chairman, I would like to thank you for the op- 
portunity to appear before your committee and I sincerely hope 
that your committee will be able to assist the University of Mary- 
land in its efforts to get the Department of Education to grant 
some reprieve for the University of Maryland, Eastern Shore. 

Prepared statement of Earl Richardson follows:] 
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Prepared Statkmi:nt of Earl S. Richardson, Assistant to the President. 
Univkksity of Maryland, College Park, Md. 

I am Earl S. Richardson, Assistant to the President of the University of Maryland 
System, appearing on behalf of our University Campus on the Eastern Shore. With 
a full-time equivalent enrollment of just over a thousand students, the University of 
Maryland Eastern Shore is the smallest of our five branch campuses. The student 
body is approximately 75 percent black. During the last five years in particular, the 
University of Maryland President and Board of Regents have sought to get for 
UMES, the kinds of programs, facilities and funding necessary to make it a quality 
institution, attractive to a variety of students from diverse backgrounds. We have 
been very successful in our efforts thus far; having established, in this short period, 
undergraduate programs in computer science, environmental science, physical ther- 
apy, construction management technology, special education, poultry management 
technology, and hotel management technology. At the graduate level we have imple- 
mented master's programs in guidance and counseling, special education and agri- 
culture; and a master's and doctoral program in marine estuarine and environmen- 
tal studies. Of equal importance, we have established an honors program on the 
campus whereby students are admitted to the University of Maryland Professional 
Schools of Medicine, Dentistry, Pharmacy, and Law without having to compete with 
the regular pool of applicants. These initiatives have made the institution very ap- 
pealing to a wide variety of students; however, we are now concerned that recent 
regulations promulgated by the Department of Education will have serious impact 
upon the institution's ability to provide the level of financial aid necessary to enroll 
many of the newly-attracted students. We have calculated in particular, that based 
on an average award of $750, some 132 students will be affected by the decision to 
cut off funds to all institutions with a default rate of 25 percent or over. That is 
equivalent to approximately one- third of the average freshman class at that campus. 
Such a decision seems unfair and unreasonable given the diligence with which that 
institution has worked to show good faith on its responsibility to collect NDSL 
loans. 

Early on, the institution realized that it did not have the resources to establish an 
effective internal billing and collection program, and in 1972, it contracted with a 
commercial billing agency (Academic Financial Services). With this assistance, the 
default rate at UMES went from 52 percent in fiscal year 1978 to 35 percent in 
fiscal year 1981. There was a 3 percent increase in the default rate for fiscal year 
1982. For the same period, the amount of dollars collected increased 75 percent 
(from $40,000 to $71,000). 

Determined to improve even more on the NDSL default rate, the Board of Re- 
gents requested in early Spring of this year, that the President explore ways by 
which the University might assist UMES in its efforts at collection. Some of the op- 
tions considered were: to establish a centralized billing and collection office for the 
University at the CJollege Park campus system; (2) to continue use of the commercial 
billing service now in place at UMES; or (3) to develop appropriate staffing on the 
campus to perform the billing and collection functions. Because of funding neces- 
sary to establish either a centralized system or an enlarged campus staff, it was de- 
termined that we would continue, for at least the short-term, with the commercial 
billing agency at UMES. It is important to emphasize, however, that the Board of 
Regents is committed to assisting UMES, as well as other campuses of the Universi- 
ty of Maryland, in further reducing its default rate, even in those instances where 
the default rate is already below the cut-off level of 25 percent. 

The Eastern Shore campus has also undertaken to better advise new students as 
to the nature of their obligation in taking NDSL loans, and just before graduation, 
to remind those students of their responsibility to begin payment upon receipt of 
notice from the billing agency. The campus also makes every effort to transfer stu- 
dents loan records to the billing agency within thirty days after students graduate, 
though we sometimes experience difficulty because of the lack of adequate staffing. 

Given these "due diligence*' efforts, we might have appealed the decision to cut-off 
funds to UMES. However, the Director of Financial Aid at UMES was a member of 
the appeals panel, and because of the prevailing mood in the Education Depart- 
ment, it was his informed opinion that UMES would not have survived an appeal. 
In retrospect, we suspect that it might have been prudent to have appealed at least 
for the record. Notwithstanding, we remain optimistic that this CJommittee will 
have some success in getting the Department of Education to consider the following: 

(A) Include in the formula for determining eligibility a factor that takes into ac- 
count significant progress made by the institution in reducing its default rate. 
Though an institution may have a default rate of 25 percent or more, if for any 




given year the institution shows reasonable progress, that institution should be eli- 
gible for new funds, 

(B) Exclude from the calculation of default, loans older than five to ten years. 
Many of our outstanding loans go back as far as ten to fifteen years, sometimes for 
students who never graduated, 

(C) Delay the effective date of the new NDSL directives until 1983-84, during 
which time these changes can be considered. 

(D) Allow institutions the flexibility to use a portion of funds collected to augment 
the staff involved with the collection program, (Personnel and computer equipment,) 

In closing, Mr, Chairman, I would like to thank you for the opportunity to appear 
before your Committee, and I sincerely hope that your Committee will be able to 
assist the University of Maryland in its efforts to get the Department of Education 
to grant some reprieve for the University of Maryland, Eastern Shore. 

Mr. Simon, Thank you. 

Our next witness, James Stanley, of Phillips Colleges of Gulfport, 
Miss. 

STATEMENT OF JAMES STANLEY, PHILLIPS COLLEGES, INC., 
GULFPORT, MISS., ACCOMPANIED BY RICHARD FULTON, ESQ. 

Mr, Stanley. Thank you, Mr. Chairman. I am James R, Stanley, 
director of student financial assistance for Phillips Colleges. 

I would like to submit written testimony to you and just speak 
briely to a few points that I think are very important. 

Mr. Simon. Your written testimony will be entered in the record. 

Mr. Stanley, Thank you very much. 

Our major problem is a serious omission in the new regulations, 
the final regulations, which are not yet in effect, and that omission 
is that for the first time since the NDSL program, there is no 
measurement of what kind of progress an institution makes within 
the academic year. 

It puts us in a position where we could have .an institution who 
had a 10-percent default rate, goes up to 24 p>3rcent, and would be 
eligible for funding, where we have another school that has a 45- 
percent default rate, let's say, goes down to 26, and is not eligible. 

It appears to me that the school who went down to 26 is certain- 
ly showing better due diligence than the one who went up to 24. 

I would like to say on the onset that Phillips Colleges supports 
an NDSL regulation which will do three things: 

First, stimulate institutions to cut their default rates; 

Second, reward the successful efforts of those institutions who do 
cut default rates, and 

Third, measure institutional performance by an objective and 
quantitative standard. 

Unfortunately, the new regs do not do any of these things. That 
is why I feel we need^a delay. 

Mr. Simon. May I interrupt just simply to ask— and forgive me 
for not knowing Phillips Colleges, are you a proprietary institution 
or what is the — — - 

Mr. Stanley. We are a group of taxpaying institutions. 

Mr. Simon. All right. 

Mr. Stanley. We have, Mr. Chairman, about 7,000 students who 
are eligible for financial assistance and we have schools in seven 
different States. 

As director of student aid, I am responsible for the student assist- 
ance programs in all of our schools in all of the States. 
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I have attached in my written report a 5-year history of our 
NDSL default rate through June 30, 1982. I think, as we look over 
these, you will see the rate of progress that we have made in the 
decline of default rates, we have four of our schools which in the 
past year did have a rate of decline of more than 25 percent, two 
others which had a rate of decline of more than 16 percent. 

One of the things that you will notice is that in 1981, our default 
rates began to decrease much more than they had in the previous 3 
years. That is because we made some changes in our billing proce- 
dures and our collection procedures, and we are very pleased with 
what we have seen on that. 

I think it would be good to compare the regulations, the old regu- 
lations and the new regulations, side-by-side, and see what kinds of 
things they put out. 

By that, you could tell that an objective and quantitative test of 
rate of success is now missing, which was in there before. This is 
on page 4 of the writtien testimony. 

One of the big problems that we have is that there is an impact 
not only on national direct student loans, but also on our other fi- 
nancial assistance programs. 

One of my major concerns is the impact that this could have, 
these regulations, could have on the guaranteed student loan pro- 
gram. Access to this program is threatened literally because of na- 
tional publicity which has been given by the Department of Educa- 
tion. 

I have a grave fear that lenders in banks will have concerns 
about working with schools who are on this cutoff list that the de- 
partment put out. 

As a matter of fact, we had the Mississippi Guaranty Student 
Loan Agency call my office and tell me that they had gotten calls 
from two banks who loan to our students in the guaranteed stu- 
dent loan program, and they were concerned as to whether or not 
it would be good business practice to continue to loan students 
guaranteed student loan money if we were having problems with 
national direct student loans. 

By the way, those schools that they were referring to are two of 
the schools that had default rates which declined in excess of 16 
percent during the past year, and so it really hurt us doubly in 
that. 

Our problem in Mississippi is particularly acute because we are 
haying a lot of problems getting the secondary market in place. As 
you know, the bond market has not been very good lately, and they 
are not able to sell the $55 million in bonds that they need to start 
a secondary market. 

This leaves Phillips Colleges holding $1.2 million in paper that 
we cannot turn around and sell and then get that money back to 
our students, which we would like to do. 

We would like to make some deals with the Student Loan Mar- 
keting Association and we are talking with them now, but they are 
reluctant to work with us because our loan portfolio has an aver- 
age level of indebtedness less than the $4,800 which they like to 
see. 



Interestingly, vocational and technical schools usually have an 
average of somewhere around the $2^500 mark since we are 2-year 
schools 

In terms of our student profile, in our schools I have listed on 
page six of the testimony, the number of the percentage of stu- 
dents, independent and dependent, in each school which has total 
income of less than $15,000. 

Cumulatively, these come to— they range from 81 percent in one 
school to 92 percent in another school, and the average is about 86 
percent of our students have incomes below $15,000. 

I would also like to submit to the committee a formal comment 
which the Association of Independent Colleges and Schools, to 
which we belong, filed on Feburary 22, 1982, and the supplement 
that they filed on March 9. 

I would like to ask that these copies be entered into the record, 

Mr. Simon. They will be entered in the record. 

Mr. Stanley. Thank you. 

[Prepared statement of James Stanley follows:] 
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Preparki) Statkmknt op James R. Stanley, Director op Student Financial 
As«i8rANCK, Phillips Colleges, Gulfport, Miss, 

Mr. Chairman and Members of the Subcommittee: 

My name is James R. Stanley. ^1 am Director of Student 
•Financial Assistance for Phillips Colleges, Gulfport, Mississippi. 
Thank you for the opportunity to appear today and to discuss 
with you the impact of a serious omission in the Final Regulations 
of the National Direct student Loan (NDSL) program issued by the 
Department of Education (ED) which were published in the Federaj. 
Register of August 2, 1982, 

The refusal of ED to carry forward into the new 
regulat:*.ons from the old any recognition of the demonstrable 
rate of progress of an institution in cutting default rates 
destroys institutional administrative incentive and deprives 
students, largely poof and disadvantaged, of needed NDSL Federal 
Capital Contributions (FCC) necessary to student aid. The new 
regulations no longer permit continued institutional access to 
the NDSL FCC when there has been a decline in the default rate 
"by at least 25% percent during the base year" (Sec. 674. 6a (a) (2) 
of prior regulations) . This omission is a serious problemi 

At the outset let me affirm the support of Phillips 
Colleges for an NDSL regulation which will: 

1. Stimulate institutions to cut NDSL default 
rates, 

2. Reward the successful efforts of those 
institutions who do cut default rates, and, 

3. Measure institutional performance by an 
objective quantitative standard. 

-1- . 
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Unfortunately, the new Final Regulations do none 
of the above. In fact, ED would in some cases actually reward 
institutions with increasing default rates. We think this is 
wrong? that the Congress should tell ED that the new. filial regula- 
tions should be amended? and that the implementation be delayed 
until this omission is rectified. 

Briefly by way of background, Phillips Colleges is a 
system of educational institutions in seven states with a total 
enrollment of slightly more than 7,000 students eligible for 
Financial Aid participation. My own professional experience 
in student financial aid administration includes service as 
Director of Financial Aid to St. Andrews Presbyterian College 
(1978-1981) and Methodist College (1975-1978) in North Carolina. 
I have served as President of the North Carolina Association of 
Student Financial Aid Administrators (NCASFAA) ; Chairman of the 
Financial Aid Advisory Committee of the North Carolina Associa- 
tion of Independent Colleges and Universities. I have taught 
workshops in student aid for both the Office of Student Finan- 
cial Assistance of the Department of Education and for the 
Southern Association of Student Financial Aid Administrators 
(SASFAA) . I have also served on the SASFAA Executive Board. 
Currently I am on the SASFAA Professional Advancement Committee. 

As Director of Student Financial Aid I am responsible 
for the schools in the Phillips system. Attached as Exhibit 
A is the 5 year default rate history report of our schools 
through June 30, 1982. As you can see, our rate of progress 
in cutting defaults has been substantial. In fact, in four 
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schools the rate of progress in the decline in default rates 
exceeds 25% within the past fiscal year. Two others, have 
exceeded 16% in rate of decline. Despite this demonstrable 
progress ED regulations penalize our efforts. This is unfair 
and should be amended. 



demonstrates the efforts we have made and the success we have 
experienced in reducing NDSL defaults. Instead of being en- 
couraged we find ED interested only in the level of defaults 
rather than the progress in the rate of decline. In other 
words, institutions could have an increase in default rates 
but still receive t\e NDSL FCC. On the other hand, Phillips 
Colleges will suffer a loss of NDSL FCC of . over one million dollars 
depriving NDSL loans to some 650 low income or disadvantaged 
students despite a decline of at least 25% in default rate. 



We believe this information fairly and credibily 
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REGULATI0:3S COMPARED; OLD AND NEW 
A side-by-side comparison of the old and new version 
of 674.6a(a) of the NDSL FCC Funding Procedure illustrates the ' 
impact of not permitting our institutions to demonstrate progress 
in cutting default/ This is a separate factor from the sub- 
jective judgment of what may or may not constitute "due diligence" 
We are only talking about an objective quantitative test of rate 
of success in cutting defaults. The old regulations recognized 
standard of progress; the new ones do not. 



OLD 



NEW 



ca^lTni contrtNiOona (fCCV 

(•) For any ytar. an tnitihition 
rac«ivci Ftcier«l caplttl contribution If 
tU dtftult rttt— 

(1) Ii 10 ptrceat or Jen; 

jzj b morv thtn 10 percent, but h«i 
declined by et letil 25 pt rctnl during 
the beie year, or 

(31 Ii more than 10 percent but the 
tnititutlon demonitratei thet it 
exerdned due dUi^encc eccordlng to the 
proviifone of Subpart C during the haie 
year and li currently exerdiing due 
diligenot. 



1 174 J« Funding procedure^eiSeret , 

capital contributlone (FCC). - 

(e) For any year, an Institution may 
receive a Federal capital contribution 
(FCC) If iti default rale ie not more than 
25 percent 



IMPACT ON GSL ALSO 
Access to the Guaranteed Student Loan (GSL) Program 
is also threatened. Because of the national publicity in the NY 
TIMES, (7-29-rj2, page D18) and the listing of institutions losing 
NDSL funds i.n Higher Education Daily (8-4-82). We fear State 
Guaranty Agencies ("SGA") and banks are becoming at best uneasy 
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about working with schools on the NDSL cut-off list for future 
GSL aid. In fact, the Mississippi State Guaranty Agency called . 
roe at the request of two Miss:^^ippi GSL lender banks conveying 
grave concern as to whether or not it would be a good business 
practice to continue GPL loans to students attending our • . 
Gulf port and Jackson campuses because of media coverage of 
NDSL cut-off. As can be seen on Exhibit A, the decline in the 
rate of defaults for Gulfport is 25.42%- and for Jackson 16.32%. 
Despite our efforts and demonstrated success, the impact of the ; 
new regulations extend beyond NDSL and now may also jeopardize 
the GSL. 

The GSL problem in Mississippi is particularly acute 
because the attempts of the State to establish a Secondary Market 
have been stalled. The State cannot sell the necessary $55 million 
in bonds to finance the Secondary Market. Meanwhile Phillips 
Colleges, as an eligible lender, is holding $1.2 million in 
GSL notes which it is unable to sell at this time. Unfortunately, 
the Student Loan Marketing Association ("Salle Mae") is reluctant 
to purchase a loan portfolio with an average level of indebted- 
ness of less than about $4,800. Vocational and technical 
students seldom borrow more than $2,500. 
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STUDENT PROFILE 
The Phillips College system is geared to help low 
income, economically disadvantaged students to secure; an educa 
tion which will enable them to find gainful employment upon 
graduation. Based on the 1981 data we have filed with ED 
in the annual FISAP report, we feel the income levels of 
students in Phillips College illustrated how important the 
NDSL is. 

% of students 

School (dep. & indep.) below $15,000, 



Phillips college - Atlanta 82% 
Atlanta College of Medical 

and Dental Careers ai% 

Phillips college -Augusta 83% 

Blair Jr. College 92% 

Phillips college - Gulfport 9i% 

Phillips college - Jackson 86% 
Louisville College of Medical 

and Dental Careers '>2% 

Phillips college - New Orleans 81% 

Oklahoma School of Business 88% 



_FO.RMAL COMMENT ON REGULATIONS^ 
Earlier this year the educational association to 
which we belong, the Association of Independent Colleges and 
Schools ("AICS") filed a formal comment (February 22, 1982) 
with a supplement (March 9, 1982). We would ask that copies 
of these documents be entered into the record and made a 
part of this hearing. 
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APPEAL EFFORTS 



In processing our appeal to ED we were faced with an 
unusual legal dilemma. ED required schools to phrase. appeals 
Vithin the rules of proposed rather than existing regulations, 
fey every rule of administrative law an existing regulation 
has the force of law until replaced. Yet ED instructed us 
to limit our appeal to the terms of a proposed regulation 
which was not "final" and which is still not "effective". 

To protect our legal position we tiled appeals oh 
all schools showing under the existing regulation that we 
either had a rate of decline of defaults in excess of 25% 
(subsec. (a) (2) ) or had demonstrated "due diligence" (subsec. 
(a)(3)) or both. ED ignored these appeals and the existing 
regulatinm authorizing choosing to operate on proprosed 
regulations instead. Such action in our opinion demonstrates 
thati^ED was and is unalterably committed to implementing 
without amendment the proposed regulations of January 1, 1982. 
Such a- course of action also makes a mockery of the adminis- 
trative law process and publication with request for comment. 
Nonetheless . for the record we filed appeals based on the 
then-existing regulations which were denied on the basis of 
proposed regulations. In other words the whole process is 
illusory and in violation of the spirit and the letter of our 
administrative law system. » 
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TIMING IS NO LONGER THE PROBLEM 
Had ED timely, however unfairly, implemented the 
regulations proposed last January their current case tor 
instant Congressional acquiesence might have some merit. 
The facts are that ED dallied beyond the beginning of the 
student financial aid year, July 1, 1982, before' publishing 
the "final" regulations. The "final" regulations might not 
be (Effective well into October because of the 45 day rule. 
Meanwhile schools and students are adjusting to letter of 
"interim final" awards for NDSL and other campus programs. 
THe simple solution ;ls to delay these "final" regulations for 
at least one year. Hopefully during that time they can be 
amended. 

SUMMARY 

We urge the Committee to. bear in mind the following 

points: 

1. The rate or standard of progress of an insti- 
tution in cutting default rates should be a 
deciding factor in measuring continued 
eligibility for NDSL capital contribution. 
The EO new regulations completely disregard 
effort and success in cutting default rates. 



The responsibility for the delay in publishing 
these "final" regulations is solely that of the 
Department of Education and not that of the 
schools or Congress. Therefore they should 
be further delayed until at least the 1983-84 
academic year. During this time we hope they 
will be amended. 

We urge Congress to support NDSL regulations 
which will : 

(a) stimulate institutions to reduce 
• . NDSL default rates. 

(b) reward the successful efforts of 
such institutions which evidence 
progress. 

(c) measure institutional performance 
- by an objective quantitative 

standard. 

Because the present "final" regulations do none 
of the above they should not be allowed to 
become effective without amendment. 
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CONCLUSION 

I appreciate the opportunity to share with the 
Committee the objective data and. facts of the administration 
of student financial aid by Phillips Colleges. We hope that 
it will assist you in delaying or amending these unfair final 
regulations published by Department of Education. We urge 
that revised regulations first recognize a standard of 
progress in cutting defaults rather than reliance upon the 
arbitrary benchmark level of 25% default ratio. 

Thank you for the opportunity to meet with you 
today. I will be happy to attempt to answer any questions 
you might have. 

Respectfully submitted, 

James R. Stanley 

Director, Student Financial 

Assistance 
Phillips college, Gulfport, 

Mississippi 

'1 
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■ PHILLIPS COllEGES ' : 
DEFAULT RATE HISTORy REPORT, 

AUGUST 16, 1982 ?' 



' : , ' ; ' 6/30/81 V8, 1/30/82 ; Aaslgiw^^^ 

ConverBion Official Official Official Official Aa of* Diff/ v T '" ;^ 



School 


State 


toPAHE 


6/30/78 


6/30/79 


6/30/80^ 


6/30/81 6/30/82'', 


• or + ' 


Jhan;ie^^T;.:V 


Accepted 


ACH 


GA 


12/01/81 


27.28 


28,81 


24,11 


18.88:; 


: 17,20 ; 


■l'<>8; 


:-;i9o|;;' 


::.;;;;;iMo''y-;. 


iU 


CO 


8/01/81 




9.32 


9,44 ■ 


16,38 


13,64 ; 


;':;-2,74'' 


-10,73.;;.;;': 


■:;;';:;iojiv'";! 


EDK 


TK .. 


12/01/81 


50.59 


27.88 


31,99 




50,31 


,+ 2'38;: 




:'':;^50'04v\;. 


LCH 


W 


12/01/Bl 






11.66,, 


14,96^ 


18,70; 


:'|j.7i; 


:+25.oo;'';:;.: 


;! ■■,, ;18'33 ;'j'^' 


OKI 


OK 


;8/01/81 




■ 




■'.,;;-0-\;: 


19,11 


:+19,ll'; 


, ■ \ ■ " ' 


;; 19.11 > 


PHI(AT) 


CA 


12/01/81 


22,96 


26.07 


33.77 


; 24.97 ' 


25,97; 


;:;+i.oo;; 


t4,00' : 


;:;^;;,19.99:: 


PHI(A) 


ga: 


8/01/81 


29.96 


33.48 


40.30 


34,91 


21,96 ^ 


•12,95^' 


>37.10''''lS 


'"''f ■23.70 

T;^':v..^. : 


PHI(C) 


GA 


8/01/81 : 


40.10 


39,76 


47.52 


44,94 : 


28,45 


: -16.49 

', ■. ' ■.■ '1 


-36.69:;;; ■ 


;■;;,;; •12.17:,', 


FHI(GU) 


HS 


8/01/81 


«.66 


N/A ■ 


; 41.43 


42,80 : 


■31.92 ; 


-10.88:.: 


>25.42':'::;? 


;;V'^;'25.U', 


FHI(J) 


HS 


8/01/81 


32.56 


31,83. 


42.07, 


42.41 


35.49 


-6.92; 


'-16,32;., . 


; 29,50 ;: ;■ 


FHI(NO) 


U 


8/01/81 


26.37 


24,38: 


25.61 : 


29.24 


19^90 ; : 


9'!34 


•31,94'; 


; ■; ;14.54^^ : ;' 



* This rata viU reduce ai aaaignenta pcevioualy sabnltted to ED are accepted. 
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ED ISSUES RULES TO CUT OFF HEW NDSL AID TO HIGH-DEFAULT SCHOOLS 

Black colleges and proprietary schoola were hit hardest by rules Issued this week to 
keep schools with high default rates froa getting new Hstlonal Direct Student Loan 
(HDSL) money. 

But Education Department officials deny the rules will have a great Impact ca students 
at the Institutions, snd at least sone higher education officials agree. 

The final regulations ED Issued Monday would end new HDSL funds for the 1982-83 school 
year at 438 schools with HDSL default rates of more than 25 percent and reduce funds 
for about 800 others with HDSL default rates from 10 percent to 25 percent • Some 
1,600 schools with HDSL default rates of less than 10 percent will thus get a larger 
shsre of the $179 million ED has to distribute for the coming school year. 

Hone There Before The rules will noc hurt the 42 historically black colleges on 

the list more this year than last because many of the schools did not get new HDSL 
funds last yesr either, said James Moore, ED's director of student financial aid pro- 
grams. "We're not taking a whole lot of federal capital out of the historically black 
colleges, becsustt the money wasn*t there to begin with,** Moore said. 

Private, for-profit institutions get so little HDSL money that the cutoff will not 
greatly affect them, aald Mary Wine, professional relations director for the Associa- 
tion of Independent Schools and Colleges, which represents some 550. business schools. 
About 65 percent of the schools with defaults of more than 25 percent are proprietary, 
according to ED. ^ 

Other Aid The nation's more than 100 historically black colleges rely mostly on 

$140 million in Pell Grants to help their students, Mooreisaid. The amount of HDSL 
money the schools will lose is small compared to the fuhids they get from other aid 
progrsas, including College Work-Study and Supplemental Grants, he ssid. 

As he glanced down the list of schoola barred from getting new money, Moore said only 
about three of the 24 black colleges that caught his eye had gotten new federal cap- 
ital contributions last year. Last year, schools with default rates of more than 
10 percent were penalized, but many schools did not lose sny money because ED allowed 
them to show they had either significantly reduced their default rate or did all they 
could to collect the unpaid loans. 

Under the new rules, schools cut off from new HDSL funds or slated for reduced shares 
can still make the loans out of their revolving fund of loans repaid by other students. 
The lotns carry a 5 percent interest rate. 

But at lesst one United Hegro College Fund (UHCF) official said the group's 42 member 
schools would suffer because almost 18 percent of the 50,000 students enrolled in the 
the colleges get HDSLs. Hiles White, UHCF government affairs director, said ED's 

(more) 

Reproduced by Permission (8/17/82) 
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Pggg 2 HIGHER EPUCATIOW DAILT Aogutt 4,_ 1982 " 

ED ISSUES RULES TO CUT OFF NEW HDSL AID TO HIGH-PEFAPIT SCHOOLS (CoptQ 

rulei ira ■ "trencndoui blow to itudenti mttendlng our ichoolB ■■ well ai che loici- 
Cutloni." 

Eight UNCF schools ars slated to get nev funds for this fall, dova fron nine last 
yesr, he said. And the slice of the NDSL pie that UNCF schools will get this coming 
year, 0.63 percont, is sbout the saffle as last year. ' (aore on p. 6} 

SCHOOLS BARRED FROM QETTINQ NEW FEDC1ML CAPITAL CONTRIBUTIONS 
UNDER THE NATIONAL DIRECT STUDENT LOAN PROQRAM 
(1M2-a3 School Yaai) 

ALABAMA: Alabima State Unlvirslty-Montcomery; 5«lma UnWsrslty-Selms; Stillmin Colloge-TuscilooBa; Tlllidegi 
Coll«g»-Talladagi; 20th Cenlury Co I lege- Mobile. 

ALASKA: Unlvariltyof Aliskt-Anchorago. Juneau. 

ARIZONA: Advanced Beauty College-Tucson; Advanced Beauty Cotlege-Qolf LInttd-Tucson; Advanced Beauty School North- 
Tucson; Arizona Academy of Beauty Soulh-Tucson: Arizona College Medical. Dental & Legal CareerrTucaon; Beebes 
Academy of Beauty Culture-Yuma; Central Arizona Collage-Cooltdge; Qlandale Community College-Glendale; International 
ACD of Beauty Culture-Scottsdale; Long Medical Instltute-Phoenix; Maricopa Technical Community College-Phoanix; Mess 
Community College>Mes«; Phoenix Acsdamy of Beauty Maryvale-Phoenlx; The Refrigeration School- Phoenix; Tucson Beauty 
College-Tucson. . ' . 

ARKANSAS: Qarland Co. Community College-Hot Sprlnga; Mississippi County Community College-Blythevllle; North ArKarv 
sas Community College-Harrtaoo. 

CALtFORNtA: ABC Colleges inc.-Fresrw; American Beauty College-Be I If lower. Amerlcjna Beauty Academy-San Lesndro; Ar- 
tist's Beauty College-SACramento; Associated Technical College-Los Angalet; Bauder College Specializing In Career Ed- 
Sacramento; Bay-VaHey Technical Institute-Santa Clara; California College of Dental Train Ing-Loa Angelas; California Hair 
DesigrvSan Diego; California Psramedlcal & Technical College-Long Beach; California Trade & Technical School Inc.-Long 
Basch; California Western School of Ldw-San Diego; Canyon Country Beauty CoiiegeCanyon Country; Career College of 
Hr.lrstyiing-Marysvllle; Carmichaei Beauty College-Carmlchaal; Chaffay Comrountty Coltege-Alto Loma; City College of San 
Francisco-San Francisco; College of Alameda- Alameda: Compton Beauty College^mpton; Contempo School of Baauty- 
tnglewood; Continental Beauty School-Los Angeles; Country Club College of Halrsty^g-Sacramanto;Covtna Besuty College- 
Covlna; Crenshaw Beauty College-Los Angelea; Criss Business College-Anaheim; Oalans'a College of Beauty-Fresno; Oeloux 
Schools ol Cosmetolo-jy-U Maaa; Fairfield Baauty Acadamy-Falrfield; Feather RIvarCollege-Qulncy; Federico Fair Oaks Coh 
lagaof Halrstyling-Fair Oaks; Flavio Beauty College-Torrance; Qanaye Academy of Cosmetology-Redwood City; Grace Beau- 
ty School-Ansheim; Indian Valley College-Mo veto; John Pftt Baauty College-Torrance; Kay Brown Beauty School-Los 
Angelas; Lakawood Beauty College-Lakewood; Ltncaater Beauty SchoohLanc aster; Laurel Beauty Academy-North 
Hollywood; Lawton School of Medical and Dental Assts.-Palo Alto: La Pante Beauty College- La MIrada; Uemart Park Beauty 
Collage-Los Angeles; Lodi Beauty College-Lodi; Long Beach College of Business-Long Beach; Los Angeles City College-Los 
Angeles; Los Angelea Community College District East Los Angelee Co I lege- Monterey Park; Lea Angeles Harbor College- 
Wilmington; Los Angeles Southwest College-Los Angeles; Los Angelas Trade Technical College-Los Angeles; Loa RIos Com* 
munlty College Dlstricf Sacramcnto; Mario Collece-San DIago; Mandoclno-LaKa Community College Distrlct-UKIah; Merritt 
. Universal Beauty Academy-OaKland; Mountain View Beauty College-Mountain Vlaw; Mr. Dominies School of Hal' Deslgn- 
Whlttler. Napa Beauty Coir«fl«-Napa; National Technical Schools-Los Angaies; New Collage of Callforn{a-San Francisco; 
Newberry School of Beauty-Nbrth Hollywood. Burbank. Canoga Park, Covtna. Hollywood. Panorama City; North Adrian's 
Baauty Col leg a- Modesto; North Psrk Baauty College-San DIegp; Paris Beauty College-Concord; Pasadena Aram Community 
College Distrlct-Pasadena; Randya Baauty Coilege-Redding; Richarda Beauty College-San Bernadino; Rio Hondo College- 
Whltiier. Ron Ballle School Of Broadcast San Josa; Sacramahto Beauty College-Sacramento; Salinas Beauty College 
Inc.'Sallnas; San DIegO College for Medical & Dental Assts.-San Diego; San Diego City College-San Diego; San Diego Mass 
College-San DIago; San la BarbSra Beauty College-Santa Barbara; Ssnta Cruz Beauty College-Santa Cruz; SawyerColtege at 
Pomona- Pom on a; Sawyer College of Buslness-PasadehAi Bouthland College of Med-Dent-Leg Care-Los Angelas; 
Southwestern College-Chula Vista; The Bryman Schoola lnc.*Long Beach; Touch of Beauty College-Mission VIeJo; UKIah 
Beauty Collage-Uklah; Universal Beauty Academy-Walnut Creek; Universal College of Beauty-Los Angelas; Valley Commer* 
clal Col lege- Modesto; Victor Valley Beauty College-Vlctorvllle; Wsynes College of Beauty-Santa Cruz; Weslyn College of 
Medical and Dental Care-Bellflower. Weatgate Beauty College-San Jose; 20th Century Academy of Cosmetology Llvermoie. 

COLORADO: Arapahoe Community College-Littleton; Cert I fled Welding School Inc.-Denver. Colorado Aero-tech-Broom field; 
Lavonne's Academy of Beauty-Arv&da. Denver. Thornton; Olympic Beauty Academy Inc.-Colorado Sprlnga; Southern Colo. 
Univ. of Cosmetology Puablo. 

CONNECTICUT: Amore Instltutaof Ht^. Cislgn Inc.-West Haven; Greater Hertford Community Collage-Hartford; Housatonlc 
Community College-Bridgeport; Mattatuck Community College-Waterbury; Middlesex Community College-Mlddletown; 
Mohegan Community College-Norwich; South Central Community College-New Haven; Tunxia Community College- 
Farmlngton. 

DELAWARE: Delaware Teci and Cmty. Collage-Georgetownt Dover. Wilmington College-New Castla. 

DISTRICT OF COLUMSIA: Georgetown School of Science & Art; Southeastern Unlveralty; Washington School for 
S«:rata:les. ^^^^^j 
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FLORIDA: Baiz Butinass College Inc.-Tempa; Brevard Community Colleg»Cocoa;CherronWiltlem8College-Mleml: College 
o( Boca Raton-Boca nalon:Daytona Beach Community Coltage-Daytona Beach; Edward Waters College^ackeonville; Florida 
A & M Univariity Tallahaiiaa; Florida International Unlverilty- Miami; Florida Jr. College at Jackson ville^ack8onviile;Garcea 
Commercial CoUege-Miemi; Mlaml-Oade Cmty. College-MlemI; Southern College Inc.-Orlando. 

QEOnOIA: Albany State Collage-Albany; Atlanta University-Atlanta; Branall Womens Collsge-Atlenta; Irtterdr^omlnationel 
Theological Ctr.-Atlanta; Meadows College of Business-Columbus, Albany; Morehouse College Atlante; Morria Brown 
College-Atlanta; Phillips College Inc.-Columbus; Rutledge College-Atlanta; Savannah State College-Savannah; Spolman 
Coilege-Adanta. 

HAWAtt: Wast Oahu Collage, Univ. of Hawall-Paarl City; Windward Cmty. College-Kaneohe. 

ILLINOIS: Academy of Beauty Culture- Belleville; Alberto's Institute of Cosmetology-nockford; Allied Institute of Technology- 
Chicago; Bloomlngton Academy of Beauty Culture-Bloomlnglon; Catherine College-Chicago; Chicago State University' 
Chicago; City College of Chicago-Chicago; Coiffure School of Beauty Culiure-Bellevllie; Control Data instil ute-Chlcego; Deb- 
bia's School of Beauty Cuiture-Cnicago, Harvey; Governors State University-Park Forest South; Ippoiito School of 
Cosmetology-Chicago; John & Louis Beauty Co I lege- Aurora; Lake Victoria Beauty Academy-Springfield; Lincoln Land Com* 
;iiunity Coiiege-Springfleid; Lincoln Trail College ill. Eastern Cmty Col lege s>Oiney: McKendree College-Lebanon; National 
College of Education Chicago; Oahton Community Coiiege-Des Piaines; Sangamon State University-Springfield; Saw/er 
School-Oak Park; Tom Nolan Academy ol Beauty Cult ure-OecaTur,Trl County Beauty Academy-Litchfieid; Wilfred Academy of 
Hsir and Beauiy Culture-Oak Park. Des Plainas. 

INDIANA: Celumet Coiiege-Hammond; Interstate Technical lnstliut»-For1 Wayne; VIncennes Beauty Coitege-Vincennas. 

IOWA: American institute of Com mere e-Bettendorl; Stewart School of Hairsty ling-Council Bluffs; United Electronics Intt- 
Weat Des Moines. 

KANSAS:. Ciimaie Control inst-Wichita; Elect Computer Programming inst-Topeka, Wichita; Wichita Business College inc- 
Wichlta. 

KENTUCKY: Bowling Green Business College inc-Bowling Green; Fugazzi Business Coiiege-Lsxlngton; Kentucky Business 
Coliege-LkXington; Kentucky State University^Frankfort; Louisville School of Art-Louisviite; Mr. John's School of Beauty 
Louisville. 

LOUISIANA: Delta School of Commerce-Alexsndria; Draughon Business CoHege-Shreveport; Louisiana Business Colieg*- 
Monroe; Louisiana School of Profeeslons-Shreveport; Maadows>Draughons College-New Orleans; Phliiipa College Inc. of New 
Orieana-New Orleans; Spencer College-Baton Rouge. 

MARYLAND: Airco Technical Institute-Baltimore; Bowie State Coiiege-Bowie; Catonsviiie Community Co ifege-Ca tons villa; 
Community College of Baltimore- Baltimore; Coppin State College-Baltimore; Essex Community Coiiege-6aitirTK)rs; 
Hagerstown Jr. Coiiege-Hagarsiown; Maryland Institute College of Art-Batttmore; Ruesing University ol Beauty- Maplewood; 
University of Maryland-Eastern Shore-Princess Ann. 

MASSACHUSETTS: Associated Tech insi-Wobum; Boston State CoHege-Boston; Bunker Hill Community College- Charisstown; 
Central New England College of Tech-Worcester; East Coast Aero-Technical School-Lexington; ITT Technical institut*- 
Chelsea; Massasoit Community Collage-Brockton; Newbury Jr College-Boston; Northern Essex Community Coiieg*- 
Haverhill; SpringfiekJ Technical Community Col-Springfield; Swain School of Oesign-New Bedford. 

MICHIGAN: Delta College-University Centen Detroit Business Institute-Detroit; Detroit Institute of Commerce-Detroit; Kralru 
Woods Acdmy Med Lablory Tech-Datroit; Lewis College of Business-Detroit; Mich Paraprofessionai Trng Inst-Southtieid; 
Michigan Tech inst-Ann Arbor, Saginaw Valley State College-University Center; Shaw College at Detroit-Detroit; StataCoiiega 
of Beauty-Bloomfiaid, Ann Arbor, Royal Oak; Washtenaw Community College-Ann Arbor. 

MINNESOTA: Minneapolis Community College-Minneapolis. 

MISSISSIPPI: Coahoma Jr College^^larksdale; Draughon Business College- Jackson; Jackson State Unlverslty-Jackson; 
Mary Holmes College-West Point; Northwest Mississippi Junior Col-Senetobia; Phillips College Inc-Jackson, Gulfport; Rust 
College-Hotly Springs; Tougaloo College-Tougaloo. 

MISSOURI: Bailey Technical School'St- Louis; Control Data Instltute-St. Louis; Draughon Business College-Spring fie Id; 
Oraughons Business College of St. Loula Inc-St. Louis; Elect Computer Programming lnst*Kansas City; Plait College-St. 
Joseph; Rolla College of Hairstyllng-Rolla; Vocational Training Center-St. Louis. 

MONTANA: Miles Community College-Miles Ciiy. 

NEBRASKA: College of Hair Design -Cosmetology 01 v and Barber Div-Llncoin; Nebraska College of Businass>Omaha; Stewart 
School of Halrstyilng-Omaha. 

NEVADA: Academy of Heir Design-Las Vegas; American Acad tor Med Assistants- Las Vegas; Clark County Community 
College-Las Vegas; Education Dynamics Inst-Las Vegas. 

NEW JERSEY: Empire Technical Schools of NJ inc-East Orangs; Essex College of Business-Newartt; Essex County Coiiega- 
Newark; Giassboro State Coiiege-Glassboro; Jersey City State College-Jersey City; Joseph Paterno Col of Beauty Cuiiure- 
Dover; Ke»n College of New Jersey-Union; Plaza School- Pa ramus; Robert Walsh Business School-Union; Sawyer School* 
Clifton. Elizabeth; School of Business Ma chines- Jersey City. • fnnr 
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NEW MEXICO: Vo-Tech Institute Inc-Albuquarquo. 

NEW YORK: AdalphI Business School-Brooklyn: Advanced drew Trsinlncj-Naw York; Ap«x Technical School Ne* Yofk: 
Cuenovia Colleoa-Caienovia; Control Data Institute-New York; Eastern School for Physicians Aides<New York; Elizabeth 
Soton College- Yonkefs; Empire Technical School-New York, Hempstead; French Fashion Academy-New York; Friends World 
Collige-Huniinolon; Hair Deelgn Institute at Livingston Streel-Brookiyn; Hetf ley & Browne Secretarial School-Brooklyn; Long 
Island Beauty School Inc-Hempetead; Midway Beauty School-Forest HIIIb; Midway-Paris Beauty School-Bronx; New York 
Business School-New York; New York Food ar^d Hotel Management School-New York; Niagara Hair Styling & Bty Culture inc* 
Niagara Fails; Procramming and Systems Institute New York; Robert Fiance Hair Design InBtltute-Fluehing; Saint Francis 
Collage- Brooklyn; Sawyer Business School- Buffalo; Sullivan Counly Community College-Loch Sheldrake; SUNY College-Old 
WesU}ury; Taylor Business institute-Hempstead; Technical Career institute-Naw York; The Oliver Schools, Inc-Rochesten 
Tourc College-New York; Uitissima Baftuty Inst at Flushing-Flushing; VEEB Nassau County Sch ol Practical Nureing* 
Unlondate; Weslchester Community College-Valhaila; Westchastef Sch ol Beauty Cuiturr^MI Vernon; Wilfred Academy' 
Hauppauge, RIvefhead, Selden. 

NORTH CAROLINA: Barber-Scotia College-Concord; Blanton's Junior College-Asheviile; Elizabeth Clly State University 
Elizabeth City; Hamilton ColtegeChariotte; King's College-Raleigh; Rutledge College-Greensboro. Fayettevliie; Saint 
Augustine's College-Raleigh; Shaw University-Raleigh; Winston-Salem State Universlty-WlnetorvSalem. 

OHIO. Airco Technical lnslltute<^leveland; Akron Inst Med Dent Assts-Akron; Belz CoKegeCiricinnatl; Bliss College- Columbus; 
Central Stale Unive(slty-Wltberforce; Cincinnali Melropolltan College-ClnclnnatI; Cooper School of An^ievatand; Davis Jr. 
College of Business-Toledo; Elyria Academy of Cosmeiology-Elyria; Galllpolls Business Coiiage-QaiiiPoiis; Sawyer School of 
Business-Dsylon; Southwestern College of Buslness-Kettering; Virginia Marti School of Fashion Cerears-Lakewood; Wllbar* 
force Univers'ty>Wilberforce. * 

OKLAHOMA: Draughon School ol Business-Oklahoma City, Tulsa- 

OREGON: Blue Mountain Community College-Pendleton; Computer Career institute inc. -Port land. 

PENNSYLVANIA; Airco Technical Institute-Philadelphia; American Academy ol Broadcasling-Philadelphia; Cheyney State 
Colleoe-Cheyney; Community College ol Phtladelphle-Phlladelphia; Lincoln University-Lincoln University; McCarrle Schools 
Inc.-Philadelphia; National School ol Health Tcch.-Phlladelphia; PInebrook Jr. College-Coopersburg; Tracey-Warner School 
Inc.-Phlladelphia. 

PUERTO RICO: American College of Puerto Rico-Bayamon; Bayamon Central Universlty-Bayamon; Caribbean University 
Colleoe-Bayamon; Fundaclon Educatlva Ana G Mendez-Rio Pledras; University of Puerto Rico-San Juan; World University ll>A> 
Halo Rey. 

RHODE ISLAND: The Mc-lern School-Providence. 

SOUTH CAROLINA: Allen University-Columbia; Claflin College-Orangeburg; Columbia Junior College ot Business-Columbia; 
Denmark Technical Coiiege-D^'.-nark; Morris College-Sumter; Rutledge College-Columbia, Spartanburg; Voorhees College- 
Denmark- 

TENNESSEE: Cumberland College of Tennessee-Lebanon; Draughons Jr. College of Buslnass-Nashvllla; Dyersburg State 
Community Col lege- Dye rsburg; Edtnondson Junior College-Chattanooga: Enrll Sch of Bty Culture-Presley-Memphis; Flak 
Universiiy-ivashvina; Knoxvllle College Knoxviile; Memphis School uf Commerce-Memphis; Nashville Col of Med & Dent 
Assts-M^dison; Tennessee State Unlverelty-Nashvllle. 

TEXAS: Alistate Suslness College-Datlaa; Ai;st;n Community College-Austin: Bishop College-Dailas; CBM Education Center- 
San Anionic; Centr-il Texas Commercial Co liege- Brown wood; Chenler Business College-Beaumont; El Paso Community 
CoHege-El Paso; Four-C Coiiege Wacn; Gulf Coast Bible College-Houston; National Beauly School ^Mesqulle; Paul Quinn 
College-Waco; Prairie View A & M Ur.lversity-Prairle View; San Antonio Community College-San Antonio; Southwest School of 
Medical As3ts-&an Antonio; Texas College-lyler; Vougue Beauty Col]eges-1,2 & 3-Wlchlla Falls. 

UTAH: The School of BroadctstinB-f.ait Lake City. 

VIROiNIA: Computer Learning Centdr Springfield; Control Data institute-Arlington; Lynchburg College-Lynchburg; National 
Business Cotie^e Inc.Roanoke; Norfolk Ccilege-Norfolk; Rutledge College-Richmond; Saint Paul's Co liege-La wren cevi lie; 
Virginia State University Petersburg; Wards Corner Beauty Academy-i^orfolk. 

WASHINGTON: Glen Oow Academy of Hair Design-Spokane; Hlghiine Community College-Midway; Knapp College ot 
Business-Tacoma; M'Lady School of Bsauty-Spokane; MetropoMtan-Auerswald Budir^ess University-Seattle; Mr. Lee's Beauty 
School-Seattle: Washington Technical Institute-Seattle- 

WEST VIRGINIA: Southern West Vi.glnia Co.nmunlty Coltege Logan;west Virginia College -jf Graduate Study lnstltuta; West 
Vlrgin.;i State Cotlegtr-lnstitute; Wheeling Beauly College- Wheeling. 

WISCONSIN: American Beauty Ccllege-Milwaukee, r7acirie, Green Bay; City College of Ccsme'dogy Miiwaukee; Mitton 
College-Mllton; Mi>waukee Stratton Coiiege-Miiwaukee; Wisconsin Conservatoty c* Mustc Mllv/aukee. 



Source; U.S Department ot Etfucai.'on- 
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BOUSE PANEL APPROVES AHIMAL RESEARCH ACCRBDITATION BILL 

UDlveriltlei would have to upgrade their animal research laboratories to get federal 
aonejr for health resesrch InvolvlDg large numbers of animals, under a bill approved 
yesterdsy by s House panel. 

. The Bouse Science and Technology Committee, ViHe reserving for Itself snother look 
at the bill next week before aendlng It to the House floor, agreed yesterday to an 
aaeodment that would require Coi^ress to renew the bill every 10 years. 

That iO-yesr sunset provision would be linked to the 10 years colleges would have 
under the bill to becaae fully sccredlted In snlmal resesrch. The accreditation 
would be grsnted by private sgencles approved by the Department of Bealth and Human 
Services, uidsr the bill, B.R. 6245. 

In yesterday's markup) the committee also endorsed nendments granting outright exemp- 
tions from the accredltstlon standsrds to loos and marine animal exhibits and permit- 
ting waivers to space SDd defense projects when warranted by national security In- 
teresta. 

Animal Care Committees In addition to tying federal funds for research on an- 

imals to the new accreditation standards, the bill would require universities to 
set up sn Institutional animal studies ccmmlttee coapoaed of at least one member of 
tha public and one veterinarian. Taie campus panela would review animal use in on- 
going campus research. 

The bill urges the National Institutes of Health to eaphaslze projects using alter- 
native methods of testing snd research that do not involve animals. It would ask 
the health secretary to appoint an advisory panel to ensure that proposalB for re- 
plscing or minimising the use of snlmals receive "full consideration for funding** 
by BBS. 

The bill is the latest in c series of legislation promoted by animal welfare groups 
that want to ban or restrict the use of animals in biomedical research. Such efforts 
hsve been opposed by federal and university officials, who say research on diseases 
and drugs would grind to a halt if animals couldn't be used. 

Costly Step Univsraities further conplsin that getting accreditation for their 

f scilitids, which are currently inspected by the U.S. Department of Agriculture, 
would be a costly and unnecessary step. 

The coat of bringing all NIB grsntees Immediately in line with the stringent atan- 
dsrds of the Aaericsn Association for Accreditation of Laboratory Animal Care has 
been placed as hl^h «a $500 million. That group now accredits about a fourth of 
the medicsl centers and veterinsry schools that perform research on animals. 

Rep. Vin Weber, R'4<lnn., ssid yesterday the cost of accreditation was "a substantial 
issue." But bill sponsor Rep. Doug Uslgren, D-i's., chairman of the Science, Research 
and Technology Subcommittee, - aald colleges wouldn't spend that much if animal facil- 
ities were upgrsded in the norms 1 course of refurbishing campus buildings. 

The committee beat back sn sttoapt by Rep. Barry Goidwater Jr., R-Calif., to put 
the sunset provision into effect after five years. 

Goidwater said the legislation would make "a significant inroad into research 
protocol" snd should be reviewed carefully for that reason. "Ve're placing new 
requirements on universities that they can little afford ... Too much regulation 
could cripple the research industry." (more) 
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HOUSE PANEL TEWTATIVELY APPROVES ANIMAL RESEARCH ACCREDITATION BILL (Cont,) 

Valgran and Rap. C«orge Brown, D'-Callf . , however, nt^ted that the Impact of th<t 
bill couldn't be aaaeaaed before the 10-^ear deadline for full accredltf.^lon. 

Such a provlalon would encourage col lege a and unlvoraltlea to hold off from making 
any Improvement a In animal care If th&y thought the atf.ndarda would be nVjllahed 
within five yeara, aald Brown. The ccamittee Inataa^ voted for the ten-^year aunaet 
clause. 

Brown called th» animal legislation "a consclv;usn')ae-ralalng bill" that would reault 
In batter care of anloala and more efficient reaear'':h. 

The panel Aug. 11 Is to take a final vote on the meaaure with all of Its amendments. 
There la no similar Senate bill. — HB 



ED ISSUES RULES TO CUT OIP WEtf NDSL AID TO :;«ICH-DEFAIP.T SCHOOLS (Cont. from p. 2) , 

UNCF achoola have problema with default^' ctcauae they ierve the pooreat students* 
who hsvs llttltt axpsrlence In mansglng oo.iay, Vhlte said. The high unemployment 
rate for blacks sl^o contributes to the pattern, he added. 

Flsk University in Tennessee, onO of the prominent black collegef« barred from getting 
new NDSL funds nsxt ycsr, will not have to mp.ke much of an adjuatment to the rules 
because the nchooH did not gat new funds Isst year, according to its president. Welter 
LeoLarn. Tuo yesrs ago, hs said, the school got $30,000 in naw loan capltsl. 

Although Leonard scknowledgad that dsfs^UCi sre s grsat problem snd that every legal 
attempt should ba mads to collect student loana, ho said schools Just aren't set up 
to be collection agencies. 

Different Attitude Now He also noted many of his school's outstanding losns 

are left from the 1960s , wheu move students were of the "narcissistic entitlement 
mentality"* .»nd felt, "it's ours, we dnarvs it." Dafaults recently have baen ouch 
lower, he noted. 

Cespite the complaints, several offlcia:;R Including UNCF* a White, AICS's Vine and 
Leonard Haynas, director of the Office f':^? the Advscfiemant of Public Negro Colleges, 
which is part of the Nationil Aasociatiot' of Stare Universities and Land Gi:ant Col- 
Isfes, ssid ED 's new rules \to\xld pro?ipr. »ome schools to improve their collections. 

Thr rules, w^lch wars propossd in January, will take sffect In 4S legislative days 
urless Congress rejects thsa, which it is not expected to do. 

For sore information, see the Aug. 2 Fectersl Register or contact Margaret Henry or 
John McConigal, Office of Student Ttnsn isT Assistance, Educstion pepsrtment, AGO 
Maryland Ave. SW> Room 4018, T0»17 Washington, D.C. 20202. (202)2A5-9720 . —DC 

r - 1 
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March 9» 1982 



Ms. Margaret Henry 

office of Student Financial Assistance 
Room 4018, ROB 3 
400 Maryland Avenue, S.w. 
Washington, D.C. 20202 

Ret NPRM Changes In Funding "Procedure" for 
HDSL, CWS. and SEOG; Fed. Reg. 1-7-82 

Dear Ms. Henry: 

This will serve to supplement the statement filed Febru- 
ary 22, 1982, on behalf of our client, the Association of 
Independent Colleges and Schools ("AlCS") In the above-cap- 
tloned matter. 

Attached is a copy of c form letter dated March 1978 
to Institutional presidents concerning the disposition of 
certain NDSL program notes. It appears as Appendix J at 
page 209 of the current "Audit Guide, Campus-Based SFA Pro- 
grami:, Office of the Inspector General, June 1980." The 
first sentence of the final paragraph on the first page 
states as follows: 

"Your Institutional default rate will be calcu- 
lated each year on the basis of the annual fiscal- 
operations report as of June 30." 

We suggest that this letter supplements and reinforces 
the discussion in our statement of February 22, 1982, con- 
cerning the Improper calculation of the default rate. for 
NDSL as presently practiced. Xt particularly Illustrates 
default rates being based on the annual fiscal-operations 
report, the instructions of which, if carried out as stated,", 
utilize the "principal amount outstanding" rather than the 
■'principal amount past due and in default" as the basis 
for the. computation. We continue to maintain that this 
is improper and contrary to the regulations, as well as 
inconsistent with proper proced-re in the semi-annual "Report 
of Defaulted Loans" in ED Form 574. 

We hope this will be of assistance to you as you review 
the NPRM concerning NDSL default penalties. 

Respectfully submitted, 

THE ASSOCIATION OF INDEPENDENT 
COLLEGES AND SCHOOLS 

Through its General Counsel i 

SACHS , ] GREENEBAUM & TAYLER 

Bv: ^^Zf' '^M^^ 

Richard A. Fulton 

RAF/csd 
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APPENDIX J 



DEPARTMENT OF HEALTH. EDUCATION, aND WELFARE 
OFFICE OF EOUCATION 
•UntAU OF STUOf NT FINANCIAL ABSlSTANCt 
WAtHINOTON. 0.C 90309 



March 1978 



Dear President: 

The purpose of this letter is to transmit Instructions for the disposition of 
certain National Direct Student Loan Program notes which have been 
classified as uncollectibie, and to point out the characteristics of the notes 
which may b« assigned to the United States. Any note which your institution 
assigns to the United States is assigned without recompense . In other wordSi 
your institution forfeits its Interest In any note assigned to the United States. 

All NOSL notes which are classified as uncollectible must be valid instruments; 
that i$» they must contain proper signatures, and correct entries to amounts 
advanced and dates. For some Institutions audits and program reviews may 
have already Identified defective or Invalid notes for correction. However, 
should such Invalid instruments exist today, the institution which owns the 
notes must buy them by depositing into the Fund an amount equal to the un- 
collected principal. It may then proceed to attempt collection as If the trans- 
action originally involved institutional funds only. 

Due diligence in attempting to obtain collections must b: demonstrated. Subpart 
C of the NOSL regulations covers "Loan Collection - Due Diligence." Since 
this standard was publlshedin 1976, you are not required to show full com- 
pliance with it for efforts made In prior years. However, reasonable efforts 
along the lines of this standard and Appendix 17 of the NOSL manual must be 
demonstrated to the satisfaction of the Office of Education. 

An important objective should be the conservation of capital in your Student 
Loan Fund. Collection studies have shown that second attempts to collect 
on long overdue notes are frequently successful. Therefore, any delinquent 
note, no matter when the repayment'period began, on which the slightest chance 
of recovery of funds still exists, should be retained by the institution and its 
collection actively pursued. Defaulted notes which are included in your report 
as of one 3une 30 would not be shown as defaulted in the following 3une 30th 
report if the note has been retained and the borrower has been brought back into 
repayment status. : 

Your institutional default rate will be calculated each year on the basis of the 
annual fiscal-operations report as of June 30. Notes which have been assigned to 
and accepted by the United States will be included in the basic default rate 
thereafter. On the other hand, notes which have been assigned to and accepted 
by the United States will be subtracted from your basic default rate to obtain 
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an adjusted default rate. This adjusted default rate will be us«d as the .^asis 
for determining the effectiveness of your operation of this phase of your 
program In comparison with other institutions. 

U you determine that you have valid NDSL notes on which due diligence 
has been performedy and there appears to be practically no chance of 
collection on these notes, you may then assign them to the Unite<d States 
. without recompense . 

An original OE Form 553, Assignment of Defaulted Note(s) must be completed 
for each loan which you wish to assign to the United Stales, and be certified 
by an Institutional official who has the authority to relinquish the institution's 
interest in the note. A sample Of this form is enclosed, and additional copies 
should be requested In writing fromi 



Mrs, Florence V. Taylor 
Chief, Services and Collections Section 
Campus and State Grants Branch, DPO 
Bureau of Student Financial Assistance 
U.S. Office of Education 
Washington, D.C. 20202 



A copy of the Procedural Guidelines and General Information statement is also 
enclosed. 

Questions pertaining to this matter may be directed to Mrs. Taylor on telephone 
number 202-2<t5-9727. 



Sincerely yours. 



Carolyn hAu 
Director 

Division of Program Operations 




Enclosures 
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February 22, 1982 



Ms. Margaret Henry 

Office of Student Financial Assistance 
Room 4018, ROB 3 
400 Maryland Avenue, S.W. 
Washington, D.C. 20202 

Re: NPRM Changes In Funding "Procedures" for 
HDSL. CWS, and SEOGf F ed. Reg. 1-7-82 

Dear Ma. Henry: 

This responds to your. advance notice of proposed rulemaking ; (47 Fed. 
Reg 908-914 (January 7, 1982)) and the Invitation for public comment on 
changes In funding "procedures" for NDSL, CWS, and SEOG. 

We ripreaent the Association of Independent Colleges and Schools ("AICS") 
with more than 550 Institutions, along with some 300 Stanches, extenslonP^ 
and auxiliary activities theruof. These Institutions all are "institutions 
of'h g^ i'edLatton" for purposes of Title IV of the Higher Educat on Ac. of 
1965, as amended, pursuant to either Sec. 481(a) (1) or Sec. 1201(a). Pr 
oonderantlv! AICS Institutions have entered Into Program Participation Agree- 
S^nts :u!;';he sLretary^^^ to Sec. 487. Fifty percent, of AICS InstL 

tutlons enroll fewer than 500 students. .',» , 

AICS ana Its member institutions, as "interested persons," »PP"^^"^^ 
the gravity of the Secretary's responsibilities In administering, "^^ 
cne_gravicy OL l_K««rt nrAflrama- includlna the NDSL. Our client 



con 
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law, the so-called campus-based programs. Including the NDSL. Our client 
,tlnues to look forward to the opportunity of both formal and i^^o^^J^ 
IsuUatlon. In such a spirit of constructive cooperation, we suggest that 
of January 7, 1982, should be withdrawn and rewritten because. 

Failure to comply with the Regulatory Flexibility Act 
(96-354), Including lack of the requisite or adequate 
"succinct statement explaining the reasons for such 
certification- by the Secretary that these regulations 
will not have a significant economic Impact on a sub-, 
sfantlal number of small entities. 



) 
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Sachs, Greenebaum & Iayucr 
Ma. Margaret Henry 
February 22, 1982 
Page Two 

2» Failure to comply with Title VI — Nondiscrimination in 
Federally Assisted PrograRis of the Civil Rights Act of 
1961 \\ U.:;X. 2000d-2000d- ' ♦ P.L. '^f^Ti2) because the 
disparate "impact" of the prot^used lecjuictions fall 
more harshly on one group than another so that persons 
on the ground of race, color, or national origin will 
be excluded from, denied the benefits of, or be sub- 
jected to discrimination in the administration of the 
NDSL under Sec. 6Q1 and that the proposed regulations 
fail to carry out the mandate of Sec. 6Q2. 

3. Failure to utilize the regulatory definition for the 
calculation or computation of "default rate" as set out 
in 34 C.F.R. Sec. 674.2 for purposes of the proposed 
Sec. 674.6a — Funding procedure— Federal Capital Contri- . 
bution (FCC), causing the likelihood of an inflation of 
the "default rate" of an institution and resulting either 
in an erroneous reduction or denial of an FCC. 

4. The disparate impact on small entities of the proposed 
Verification of Student Aid Applicant Information — 
Sections 674.22, 675.29, and 676.25 is contrary to Exe- 
cutive Order 12291, inconsistent with the purported certi- 
fication of the Secretary under the Regulatory Flexi- 
bility Act. Further, until the Secretary does in fact 
"establish and publish procedures to be used for" se- 
lecting students and verifying information, the requested 
response on "burden reduction" or pursuant to the statu- 
tory Education Impact Statement of Sec. 4Q9 of GEPA (P.L. 
96-374) is impossible. This omission would seem to pre- 
clude these proposed regulations from becoming effective 
tot lack of an educational impact assessment statement 
which shall determine whether any information required 

Is already available. 



Regulatory Flexibility Act Noncompliance 

The NPRM acknowledges that "the small entities affected by these regu- 
lations are small institutions of higher education." We are informed by the 
Director, Division of Regulations Management, Office of General Counsel, 
that the NPRM of January 16, 1981, giving "Notice of Definition under the * 
Regulatory Flexibility Act" has been "abandoned." Thus, we have no knowledge 
of the stan(3ard oi* criterion for "small" used by the Secretary in the above 
statement or in the certification required by the Act. 
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Ms. Margaret Henry 
February 22, 1982 
Page Three 

Ninety-seven percent of aICS proprietary members are "small entities" 
under the Act as determined by the Small Business Administration. 13 C.F.R. 
Sec. 121.3-10. We understand that more than 1,100 of the institut^issos ac- 
creditec^ by the National Accrediting Commission of Cosmetology AT^ ^nd 
Sciences enroll fewer than 500 students. According to the National Asso- 
ciation Cor Equal Opportunity in Higher Education (NAFEO) , the organization 
vhirh serves as the voice of the nation's historically and predominantly 

matitutions, 13 of the 111 institutions enroll fewer than 500 stu- 
..n , rhijflr nenrly 2,000 institutions would have met the proposed defi- 
n^tic.i c ntlty. Surely the Secretary had some criteria for "small" 

when iasuiny vuc tific^rlon, but what it Is we know nott We think the 
puolic is entitled to know- 

All institutions with a Program Participation Agreement would no^rmally 
file annually the reqi».ired FISAP statement (ED Form 646), which on page 15 
reports students who have shown "need" by brackets of family income, taxable 
and non-taxable. It is thus available to ED to compare the family income of 
students in some 2,000 small entity institutions with that of students in 
all institutions eli^^ible for Title IV campus-based programs. Ks suggest 
that there will be a .disparate economic impact of the NPRH that will fall 
more harshly on the sJ:udents in the small entity 2,000 we have aggregated 
and for which the Secretary has data in the FISAP reports. . 

Purportedly the Secretary has availed himself of the authority of Sec. 
605(b) of the Regulatory Flexibility Act to certify that the proposed rules 
will not have a significant economic impact on a substantial/number of small 
entities. The SBA has not confirmed to us receipt from ED of- the statutory 
notification. ' More importantly, we question and put at issue the "adequacy" 
of what the ED OGC has identified to us as the "succinct statement explaining 
the reasons for such certification." 

According to ED OGC in a telephone call on February 19, 1982, at 10:12 
a.m., the following constitutes the "succinct statement explaining the rea- 
sons. " 

"The regulations propose changes in the procedure for 
allocatin:^ program funds to institutions and calculating 
the Feder^d capital contribution, and t fie y would permit the 
Secretary to require verification of iniornation submitted 
by student aid applicants." (Emphasis supplied.) 
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Ms. Margaret Henry 
February 22, 1982 
Page Four 

We submit the foregoing gives no "reasons," succinct or otherwise, why 
the proposed regulations will not have a significant economic Impact on a 
substantial number of small entitles. The proposed regulations will In fact 
have a significant economic Impact, Including: 

1. Creating an Irrebuttable presumption against those with a 
default rate computed to be In excess of 25%. 

2. Diminish substantially the FCX: for those with a default 
rate of greater than 10% but not more than 25% through 
the use of a default computation formula Inconsistent 
with 34 C.F.R. 674.2, creating a significant economic 
Impact on Institutions and students known to or readily 
ascertainable to ED through its own data based on FISAP 
reports filed annually. 

The Regulatory Flexibility Act (P.L. 96-354} amends the Administrative 
Procedute Act In 5 U.S.C. 551-59 et seq . "The APA requires not only find- 
ings but also reasons^ . "Reasons differ from findings in that reasons 
relate to law, policy, and discretion rather than to facts." K. Davis, Ad- 
ministrative Law Text 341 (1971). 

The certification by the secretary describes the action as mere "changes 
In procedure." However, in the next column at page 910 of the Federal Reglstei 
in "Citation of Legal Authority," It Is explicitly stated that the statutory 
or other legal authority follows "each substantive provision of these pro- 
posed regulations." Sec. 674.6a, which would deny an FCC to an Institution 
with a default rate in excess of 25%, and Sec. 674.7, which limits appeals 
only to Institutions with some funding level of FCC, are followed hy the 
/ rv»i.onthetlcal clt;atlons of statutory authority of 20 U.S.C 1087bb. Thus, 
' despltfc> the Secr^jtary'a description (or succinct reason?) that the proposed 
regulations are procedurdl, we feel tha Inference is fairly drawn that they 
are In fact substantive. The Regulatory Flexibility Act clearly seeks to 
provide for "small entitles" alternative regulatory approaches. Sec. 2(a)(7), 
P.L. 96-354. 

We suggest that the certification of, the 'Secretary is (1) lacking, (2) 
inadequate, or (3) Inaccurate, or all three. ■ This failure, to comply with 
the Regulatory Flexibility Act, while an independent ground for withdrawal 
for rewriting. Is additionally related to noncompliance with Title VZ of the 
Civil Rights Act. 
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Civil Rights Act Noncompliance 

Nondiscrimination in federally assisted programs is mandated by the 
Title VI of the Civil Rights Act. 42 U.S.C. 2000d-2000d-4 (P.L. 88-352). 
The proposed regulatory changes in allocating and funding levels of the FCC, 
though facially neutral in their treatment of different schools and the 
degree to which any school serves low- income, disadvantaged and minority 
groups, result in a "disparate impact" on Blacks and Spcnish-surnamed Ameri- 
cans so that they are less favorably treated in access Lo NDSL program sup- 
port. The discriminatory impact is the standard by which the irrebuttable 
criteria of the over 25% exclusion and the 10% through 25% reduction of FCC 
should be measured, even though there is no specific intent to discriminate 
by ED. 

Black and Hispanic students will be excluded from, be denied, or ex- 
perience reduced NDSL benefits, and be subjected to discrimination in the 
administration of the NDSL d6spite the prohibition of Sec. 601 and the man- 
date to ED in Sec. 602, because of the "disparate impact" of these proposed 
regulations on schools with a history of higher default rates but serving 
such students. These proposed regulations are not consistent with achieve- 
ment of the objectives of the Higher Education Assistance Act of 1965, as 
amended. 

Our hope is to point out to the Secretary the serious pitfalls and pro- 
found potential for litigation should these regulations go unamended. The 
data which would most appropriately provide the prima facie case of dis- 
crimination would be established by statistics now in the care, custody, 
and control of ED. The Congress expects the Secretary to use such informa- 
tionon Blacks, Hispanics, and low-income persons in the Sec. 342 Waiver of 
Authority and Reporting Requirement of the Title III Institutional Aid pro- 
grams. If the Secretary can determine "that the institution has tradi- 
tionally served substantial numbers of b?.ack students" for Title HI, he can 
and should do the same in Title VII 

We fervently hope that the adversarial nature of litigation in 
which data need be compiled quantitatively can and should be avoided. How- 
ever, we would respectfully, point out the successful efforts of ED in Title 
VI litigation establishing the judicial legitimacy of "discriminatory im- 
pact" despite no specif ic intent to discriminate by its practice. Board of 
Ekiucation, New York City v. Harris , 444 U.S. 130, 62 L.Ed. 2nd 275, 100 S.Ct. 
363 (1979). See also. Teamsters v. U.S_^ , 431 U.S. 324, 52 L.Ed. 396» 97 .* 
S.Ct. 1843 (1977); particularly the discussion of "disparate impact" at page 
415, footnote 15. 
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It is indeed ironic that any institution which has failed to carry out 
a program participation Agreement under Sec. 487 is entitled to notice and a 
hearing on the record before loss of NDSL funds; or that the Secretary has 
statutory "discretion** to award Title III funds. However, if the default 
rate exceeds 25%, an irrebuttable regulatory presumption — ^without access to 
the National Appeal Panel — is created without any opportunity to establish 
that "...default rate does not reflect its current collection efforts. " The 
proposed regulation Sec. 674.7(d)(2) permits this justification for insti- 
tutions with a default rate of 10% through 25%11 

We vigorously urge that the regulations be amended to permit threshhold 
access to the National Appeal Panel for any institution, including one with 
a default rate in excess of 25%, which can certify that it serves a sub- 
stantial number of minority, educationally disadvantaged, and/or low-income 
students. Such threshhold access would be an initial and separate determina- 
tion. Once having achieved access to the National Appeal panel, the institu- 
tion should then have the same burden of proof as any other institution to 
document the items in Sec. 674.7(d). This could include important issues 
such as the fact that its'default rate does not reflect its current collection 
efforts or that the standard expected family contribution figures do not 
accurately reflect the characteristics of the student body where there may 
be no family contribution. See subsection (d) (2) and (d) (4). > 

The right of access to the National Appeal Panel for any institution 
serving a substantial number of minority, educationally disadvantaged, or: 
low income students should not be denied by the barrier of an irrebuttable 
regulatory presumption. The Secretary has data under Title III and through 
family income reports by brackets on page 15 of the ED Form 646 FISAp report. 
We do not seek to have the burdpn of documentation reduced in the merits of 
the appeal. We only seek che right to rebut a presumption against access to 
an appeal. That is a^threshhold issue separate from the -merits. Such thresh* 
hold access to the National Appeal Panel should substantially diminish the 
potential for "disparate impact" of these proposed regulations. 



Default Rate Improperly Computed 



Inflated default rates are the result of ED*s failure to follow the 
computational formula ot its own regulatory definitions! The result is that 
institutions are imprcyperly placed in the 11% to 25% category of diminished 
FCC or the greater 2j% category of 'irrebuttable denial. This results from* 
the unauthorized ccmputation required of schools in page 9, Section C*l, and 
the required utilization of that data in column "e" rather than column "f 
of page 12 of the FISAP report, otherwise identified as ED Form 646. The 
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FISAP instructions are not in accord with the regulatory definition of "de- 
fault rate" which are explicitly affirmed in Section 674.6a (d) of the pro- 
posed regulation. The unauthorized FISAP instruction can and does result in' 
a higher than proper numerator in the equation than the correct computation 
of the semi-annual "Report of Defaulted Loans" in Form 574. 

The instructions in the semi-annual report for column (d) , "principal 
Amount in Default," state: 

"Include only the principal amount that should have been 
paid and is in default because of nonpayment. Do not include 
the entire principal amount even if that amount has been de- 
clared due and payable as the result of nonpayment.** 

The regulations in Sec. 674.2 define "default rate" as the result of 
dividing "Df;faulted principal amount outstanding ,".. the numerator, by "matured 
loans," th<^ denominator. "Defaulted principal amount outstanding" is also 
defined by the regulation as; 

"The total ^'titH>ant borrowed that has reached th^ repayment 
stage minuet any principal amount repaid or canceled on 
loans, etc . " 

Curiously, the FISAP report (ED Form 646) at page 9 reprints in column 
two the same ratio formula using the same words for both the numerator and 
the denominator as are in Regulation 674.2. However, the instructions in 
column one of page 9 for the numerator in the computation differ drastically 
from the regulation and the semi-annual report. It is not the "Defaulted 
Principal Amount Outstanding" which is placed in the numerator for the com- 
putation in the FISAP but rather the "principal Amount Outstanding. " The 
instructions in column two of page 9 clearly require the use of the amount 
In column "e" rather than co'.uran "f" of line 8 in Section C. Column "f" 
follows the regulatory definition. 

column "e" is; Principal Amount Outstanding. 

Column "f" is: Principal Amount past Due and in Default. 

column "f" of FED AC R- 5 4 complies with the regulatory definition of 
"Defaulted principal amount outstanding. " Column "e", which in most cases, 
is a higher figure and resulting in a higher "default rate" does notl Not • 
all of a loan is in default merely because a portion is past due. 
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The result of ED's unauthorized formula is that many institutions, 
particularly those which have come into the NDSL program in its later years, 
are forced incorrectly into a false default rate resulting in a diminution 
or loss of FCC. Most of these schools serve substantial numbers of low- 
income, minori':y, and educatlonallydisadvantaged students. 

He suggest the time is overdue for ED, at a minimum, to follow its own 
regulatory definition and computation of "default rate." 

^ Regulatory Compliance Includes Ed 

Our client appreciates the enormous administrative responsibility re- 
posed in the Secretary for improved administration of the campus-based pro- 
grams. Timely disbursal of campus-based funds is essential to institutional 
planning. We fear that the potential for confrontation and delay by way of 
injunction in the judicial forum is most serious because of the failure of 
the Department to abide by or take account both the letter and the spirit 
of: , 

1. The Regulatory Flexibility Act ■. , 

2. Title VI of the Civil Rights Act 

3. The Education Impacj: Statement of GEPA and its relationship to 
Executive Order 12291. 

4. Its own NDSL regulatory definitions of "Default or in default," 
"Default ^Rate, " and "Defaulted principal amount." 

Suggestions for Revision 

While we do sincerely point out in the proposed Rule what we feel to be 
the ominous and the grave consequences, our goal is to cooperate with the 
Secretary to revise the proposed rule both to comply with the law and to 
help students and schools. To do this, we would, at a minimum, suggest: 

1. Permit any school which can show that it serves a sub- 
stantial number of minority, educationally disadvantaged, 
and low-income students, despite a default rate in excess 
of 25%, to have access to the National Appeal Panel pur- 
suant to Sec. 674.7 even though it has not received a 
Fedeial capital contribution. 
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2. Change the computation of "default rate" to conform to 
existing utitutory definitions, including the use of the 
amount in column "f rather than "a" of the FISAP report in 
ED Form FEDAC R'54 and the instructions in page 9 of FOi'm 646. 

3. Develop alternative recjulatory approaches for "small entities" 
such ^ts eliminating the requirement that delinquent loans 
must be sent to litigation for compliance. Possibly, per- 
haps* fO!i: small entities such loans could be turned over 
earlier to bD for collection but without total loPs of the 
FCC. Possibly this could be done on a service charge 

basis. 

4. Convene a meetino of rspresentatives of institutions which 
are small entities and institutions vhich serve low-income, 
minority, and educationally di.<?advantaged students to dis- 
cuss alternative remedies. 

Conclusion 

Tl'ie proposed regulations are drastic in impact. The failure of the 
Department to comply with either the spirit or the letter of the Pagulatory 
Flexibility Act is manifest. The Title VI consequences for many students 
and schools are grave. Tho Educational Impact Statement requirement seems ' 
caught in a "Catch-22'* situation because many criteria to bs used by the 
Secretary are yet to be disclosed. All of this creates a climate which both 
frustrates and inhibits positive receptivity of those regulations in this' 
draft. 

Vie urge, at a bare minimum, that the revisions we have suggested be 
adopted in the' Final Rule. Meanwhile, we look forward to the possibility of 
an invitation to constructive cooperation in revising the pro'posed rules. 

Respectfully submitted, 

THE ASSOCIATION OF INDEPENDENT 
COLLEGES AND SCHOOLS 

Through its General Counsel, 

. SACHS, GRSENEBAUM & TAVLER 



■I . ^ By; ■ . ' ■ 

■ ' Rirhard A. Fulton 

RAP/csd { 
Attachments: ED Foru 574 

ED Form 6^6, page 9 

ED Form 646, FEDAC No. R~54 
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ALL AMOUNTS SHOULD tt IN VriOLC CX3LLARS ONLY. TOR 
CXAMPteM0,t«}(NOT }IO,3«].Kor }10,MZ.00). 
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loan anlined to the U.S. Depvtmani ot Education witnout rccon^pente 
efief September 1), 19?9. 

Enter In Line 1* Colunin a, the actual ^duplicated number ol borrowers 
vhoie loan* have been In delautt lor NO dayi or more up to 1 year, 
repayable on monthly lnitallmar\t». Enter In Column b, the to(«] 
principal amount lent u thote iiudenti, Including any late cha/|ei 
«4ded. Enter in Cotu^Tn Ci the total principal amount rep«ld by those 
borroweri, either by caih or legal cancellation through leacMng or 
military wrvlce. Enter In C^ hpw 'h> pri»»j->pji t„^.^t |.| rf>tmnit. 
' elude onlf p^-ft^'p'l \rnfl"'i' '^>0I Owilil liete raaii mrl \l (f 
" "fTfiiit* "If r"' fti»ment.^ Oo not Inc '-^ C^e " 
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Enter In Line 2a Column a, the eetuai UKlupll 'tted number ofborrowrt 
vhoce toena have bean In dclault lor 110 dayi or more up te 1 jroor, 
repayable In other than monthly installments. 

Enter In Line ]| Column a, the actual u)dupllcated number of borrowers 
whoee loana have been In default for mora than 1 year up to } ye^ 

Enter In Line *. Column a, the actual unduplkated number of borrowcn 
•rhoae loan* h*** been In dclault lor mora than } years. 

Enter In Line 3, Column a, the actual undupllcatad number of borrowers 
wtHM loam have been In default for more than 2 years which were 
referred to and receipted by the U.S. t>epartment ol Education between 
September U« 1979 and December It, 1910. 

NOTEi Tor entries on Lines }, 1, t, and ) In Columns b, c, and d, refer 
to the Intructlora above ragardlnf the entries on Line 1, Columns b, c. 
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110 dtyt Vt itptribk Id monthly initiUmcati 180 dtyt If npay- 
■bU b) kM rrtqutoi iniuUnMntj. 

LiMw 7.I7.4. Rcpgrt ih« tolal numb«r of borrowtri fandtmotrntij 
•rttoM KCounu ui ■lllxf In itcriuji or p«it du« u of Iuim 30. 19B0. 
kill u« not iaciudsd in computLii tfafiult rats. Th« dtta bi th«M 
Unci ihould not bt tnchidMl in iha daU fa) Um I of thit 5*cUun. 

Lin« 7 J. Kcpof I thi numbtc of borroMn x/nounriy whoM 
BCCooBtJ »/• "pmtt dua^but not In daftuJi b«c«ui« of coniiiltni pwtUl 
ttptymtnu or tht Inititution bii rMwiuMy conchidad from writttn 
contact with \ht boROwm thut bi or ihi InUnitf to repty ih« Iom. Th« 
dkU In thh Un« ittm ihowid not Includ* thf daU wtvlcb ipptan on tbi«f 
7.1 tnd 7.2. 

Um 1. S«im of !!««• 8.1. 1.2. U, 14, uid SJ, columns b. e. 
•. »aa t. 

Lin* a.!. Rtpoit thi numbtr of borrowcn (tndameu»(t} vhOM 
diftultcd Imcu wcra fhtni to utd foulp'.iMi by th« Daputme^it of 
Education bclwBin 5<plaffib«r 1IJ979 tnd /uaa 3C, I9S0. 

thtm Kcpon li:) '9tal numbtr of bof rowan (a.'.d tmounrt) 

tkbou accounu a/a In dafa Jt ai of )unc 30, t tiO by Icnslh of tima In 
dafaujt. tnd ut Included In computJAg tha dofauli rata. "Dtfault" or 
Is darsult" mcani th* fsilun of a bairower to maka tn liii;<Sniut 
payment when du«, or, to comply with oilin tanni of llia ptomltiory 
Rola undai cfacumitanccs whna the inititution fln^ It teuonabia to 
eonclud* that a bonowai do«t «oi intertd irt 'aottor hb or bw oU^atlon 
to rapay. Count B».h borrowar only ONCE In the appicprtata ciia|Oiy 
by tha oldati payment In dafault. TTw dau In Iheu tin* Items ihould 
Mt appMi In tny 0 that Una Itam In Section C. 

LIna 1 , column a, b tha »ra of liiies 2. 3 , 4, 5, 6, 7 and &, eoluma a. 

Lino 1, column b, aquali Um I ^columns c, d tnd a. 

Lin« 1, column d equals ii net } and 4, column d. 

Lino 1, column a, b the sum of linai 3« 5, 6, 7, tnd 8, column a, 

LiiM 1, column f, tq\it\i iinei 7 and 8, column f. 

Lino 1, column g, aquati Una 5.4, column §. 

Ilia following anttict In Pa/t II, Section C, ihould apea with antrici 
Part II. Saction A: 

(I) Sactlon C, Una l.columna eqoali Section A. Una 4. column b, 

O) Saciion C, Una I, column b equali Section A. Una 4. coluinn'c. 

0) Section C. Una I, column c equal* Section A. turn of lines 3, 6. 
7. 8. 9. 1 0, and II, column d. 

(4) S«ctlon C, tin* I. column d aC-*^ Section A. Una 5. 1. column d. 

StCTlON &1 - DtPAULT KATE 

Ail Initllutioni aja required to compute theii defeult tela and enter 

It In Una i , ' ^ "Sj^^y}! rateMpr an inst itution m w l.tha Ptin- 

L20 * «ye if frtr^^^\^r^'h\y ln^^>m*nn, trt \ HQ tf^ yi If repay able 
ia ;<is frcqueni insUllmVoti. dividccLby .llie..iut*uad l"in fprinricil 

not reached tht "prynrTf r^in(1)i Thr defeult nte b computed u 
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Step 1. Section C, Bn« 1. 



WV«t«l2 



ina S.I . vxUima b. itvdcsi Ralua at yon hotilutloa 

cotuma b.flndani lutu at enwOtt Icntltutloo 
column b. gnct period 



Step 2. Olvlda th« som of As defeultad ftbtdptl waount outstan^* 
tni. Section C toa 8.colu>nn a u of Jum 30, 1980, by tha 
•mount <i«rlvfd In step 1 above. Corapuia two placoa bo- 
yond decimal poiol. t.g^ lOOS. 

DEFAULT RATH: KcpraseaM aia tetio*: 

Pefeulted Prlndpil Amoani Optstndlm 

Ifatuiad Loam 



•DEFAULT RATE 



SECTION O -COLLECTION ACTIVITIC» AS Of JUNC 30. 1M0 

Section O coUecu vuloui type* of faTormatloo oai the eoltaCtlon 
actlvillcf of your loan progiam. Each of Unas 4 iftron^ 8. coitsldrrcd 
SEPARATGLV. conteifu en ondupUcated oumbet of bonowets. but a 
bonown mey be entered In mote than ooa Untf ia Section D. (Addh 
tUuuily att borrowm pratmtd tn SKtion D Mm baan included tn 
StahnC) 

Line* 1<3, Sclf-axplanaiorr. 

Lin* 4. Report th* undupltcmted total ift.m&cr of delinquent 
bonowert and tha total ptindpil amount past i^u* Milch b cunently 
asslincd a; of June 30. 19S0 to thaaccnt(i)fa)dicaiad In llna 3. Indud« 
th* total ptindpal emount oviitanding for a loan only If (e) the total 
i^ount ouutandin( hei been d«der*d du« tnd coUoctible es a tesuli of 
th* detinquancy end (b) the InttiUiiion has tttRMd over th« cntir* 
amount to the collection e^entdX 

UnaB. Report the numbtr of boriowaisfatwolTwl nnd the prlncfv^ 
plus Intwctt coUecled fot youi Institution during th* 1979>SO Award 
. Period only by the collection egcptCi) faidtcatcd bi Una 3. 

Line 1. Report lb* emount paid to th* coHecticp atcntCs) ai Iti im, 
fot tny amount of ptindpal and Intaiett eoOacied duiing the Award 
Paiiod ai shown or* Hne 3. f 

LhM 7. Report the tot.tl cvmbar or botrawart an) the total loan 
prindpal outsunding for borrovmepfaiK whom you have legal actln 
cunently in ptocetS' . 

LiiM 1. Report the total immber of botrqwe n and the total loan 
prindpal outstanding for bortowan whos« cuznnt addlrtts Is unknown 
tnd with whom you have loti cootact: 



SECTION £ - SILLING A*^w COLLECTION AQENCIES USED AS 
OF JUNE 3a 1980 

A. Enter the nema end addrcii of btUing a(ent(t) If "YES" b 
checked In Section D above. 

B. Enter the nsme and addivn of coOcctlon acent(s) If "YES** Ii 
checked In Section 0 ebova. 
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Mr. Stanley. One other problem that we have is that our appeal 
efforts have been stymied this year. We were put in a unique situa- 
tion in that we were forced to make appeals based on proposed reg- 
ulations at the time, and not on existing regulation. 

We did appeal, all of our schook made appeals, and we appealed 
on the existing regulations which were totally disregarded by the 
process and these were regulations which, of course, were not final 
at that time and still are not effective. 

The action that the Department of Education took in ignoring 
these appeals and existing regulations points out to us that the de- 
partment was and is committed to implementing without amend- 
ment those proposed rules of January 7, which makes it appear to 
us that the whole process is illusory and also in violation of the 
spirit and letter of tne la>v. 

I hear a lot now from talking with ,people in the Department of 
Education and some of my colleagues in financial aid that the prob- 
lem is timing, that we have had delays and we need to get this 
money out to the students. 

Had the Department of Education in a timely manner, no matter 
how unfairly, implemented those regulations, their current case for 
instant congressional acquiescence might have merit. Unfortunate- 
ly, they did not do that, and now we are in a situation because of 
the 45-day rule that it could be well into October before we get any 
funds from the Department of Education. 

Meanwhile, we are trying to adjust to interim final awards for 
NDSL and not knowing what we are going to have to work with for 
students. 

To summarize, sir, I would like to urge the committee to bear in 
mind the following points. One, that the rate or standard of prog- 
ress an institution makes in cutting default rates should be a decid- 
ing factor in measuring continued eligibility for National Direct 
Student Loan Federal capital contributions. The new Ed regula- 
tions completely disregard this effort. 

Two, that responsibility for the delay in publishing these regs is 
solely that of the Department of Education, and not that of institu- 
tions and not that of Congress. Therefore, they should be further 
delayed until at least the 1983-84 academic year. During this time, 
we hope they will be amended. 

We urge Congress to support National Direct Student Loan regu- 
lations which will stimulate institutions to reduce NDSL default 
rates which will reward successful efforts of institutions which evi- 
dence progress and which measure institutional performance in an 
objective and quantitative standard. 

Thank you, Mr. Chairman. 

Mr. Simon. Thank you. 

Our final witness, and I want to apologize in advance in case I 
leave before you are through because I have already delayed an- 
other meeting 30 minutes here, but if the three witnesses can stay, 
even though I am leaving, so the majority and minority counsel 
can ask any questions, I would appreciate it. 

Our final witness is president of one of America's finest schools 
and if you will forgive a personal reference here, one of my reasons 
for being in politics today is that a very, very poor student, eco- 
nomically, was given a chance to go to Bowdoin College, and his 
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name was Paul Douglas, and Paul Douglas is, if I have a political * 
mentor, Paul Douglas is that mentor. 

I probably ^x^ilow very inadequately in his precepts and the way 
he launched me. But what we are talking about is a young man, 
dirt poor in Maine, who was given an opportunity. His father had 
left the family and he grew up in a little community that I have 
visited up in Maine where there is not even a road into the town, 
you reach it by railroad or you stop the car and then you walk to 
get to this little town. It can hardly be called a town, even. 

But somewhere, somehow, Bowdoin College gave an opportunity 
to Paul Douglas and what we are really talking about is how do we 
give opportunities to the Paul Douglases of the future. 

With that introduction, Mr. President, we are going to call on 
you. 

STATEMENT OF LEROY GREASON, PRESIDENT, BOWDOIN 
COLLEGE, BRUNSWICK, MAINE 

Mr. Greason. Thank you, Mr. Chairman. I will try to be brief 
and summarize 

Mr. Simon. If you can move that mike over in front of you. 

Mr. Greason. All right. I simply said, thank you, Mr. Chairman, 
and I shall try to be brief and simply stress three or four matters 
that I think are important, with illustrations that are not in the 
testimony which I have submitted to the committee. 

And if you can stay for just the first minute of what I have to 
say, you may run out without embarrassing me at all. 

Mr. Simon. I am going to stay here for another 10 minutes, but 
at that point, I am going to have to leave. 

Mr. Greason. All right. Well, as you can see, I am anxious about 
three points. The first is that the regulations that are presumably 
going into effect, so-called final regulations of August 2, eliminate 
Bowdoin College from both current and future participation in na- 
tional direct student loan program in a way that I think was nei- 
ther foreseen nor intended. 

I am referring to the Federal capital contribution in the pro- 
gram, and it seems to me remarkably ironic that the formula 
should work this way. Bowdoin has a 6-percent default rate, we 
work very hard at it, we do have entrance and exit interviews on 
this, we have a foUowup with a series of letters when there is a 
default, and when we have not been able to reach them, and in 
some human way try to resolve the difficulty that makes repay- 
ment hard, then, indeed, we do become tough and quite prepared to 
resort to the courts after every other effort has failed. It is not as 
though our need were any less. 

Five years ago, the money that Bowdoin itself had to lend, the 
money we received through NDSL, funded all undergraduate loans. 
Today, they handle about 40 percent of them. In view of those con- 
siderations, it seems to me a shame that we now have a set of regu- 
lations excluding such a college from the FCC part of the program. 

Now I have also submitted for the record a letter which explains 
how that formula has worked, a letter from our director of student 
aid to Mr. Moore of the Department of Education. 
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Mr. Simon. Mr. President, if I may interrupt you, I have just 
read the letter, but I don't understand it. Can you explain it to me? 

Mr. Greason. If I understood it, I don't think I would be a col- 
lege president. It simply is a following-out of the formula in the 
first instance, that is, last year, we had a choice between 211,000 or 
301,000 whichever was larger. This year we have to go with the 
lesser of the two, and we are not eligible for about $60,000 of FCC 
funding. 

In fact, I have here, and I would like to enter it for the commit- 
tee's record, too, our notification from the Department of Educa- 
tion, indicating that the amount we will receive for FCC this year 
is zero dollars. 

Mr. Simon. We will enter that in the record, along with Mr. 
Moulton's letter. 
[The letters referred to above follow:] 
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BOWDOIN COLLEGE 

DIRECTOR OF STUDENT AID BRUNSWICK, MAINE 04011 

July 19, 1982 



Mr. Jaoes Moore 

Director, Student Financial Aid Prograioa 
U.S. Departaent of Education 
Office of Student: Financial Assistance 
400 Maryland Avenae, S.W. (ROB-3) 
Washington, D.C. 20202 

Dear Jim, 

Here is the follow-up letter you asked me to write during our tale- 
phone conversation last week. Please connider. chis Bowdoin's requee'. for re- 
instatement of a 1982-83 NDSL ConditionaJ. Guarantee - Level of Expenditures 
amounting to $301,304. We have already appealed this matter to the National 
Appeals Panel, and ve were denied on a pro-forma basis since the matter was 
listed as a non-appealable item. 

You may recall that our prcblera relciteo to the difference between 
computation of a Conditional Guarantee becveer. current regulations (January 
19, 1981) and proposed regulations (January 7, 1982). Under the January 19, 
1981 regulations governing applications for federal funds, the calculation 
for Conditional Gunrantee " Federal Capital Contribution i£; done as follows: 

Conditional Guarantee is the greate r of - 

I. Base Year Level of Expenditure times 90% or, 

II. Current Year Funding Level times Utilization Rate 
times 90Z 

In 3owdoin*3 case, the mathematics|>work this way 



Base 


year LOE x 90% 




(A) 


Loans made 1980-81 


$223,900 


<B) 


Administrative Expense 


11,178 




Total 


§235,078 






X. .90 






y5211,570 


Current Year Funding Level x 




Utilization Rate x 90% 


(A) 


FCC Current Year (corrected) 


$ 94,581 


(B) 


Institutional Capital Contribution 10,404 




(ICC) 




(C) 


110% of base y«ar collections ■ 


214,433 


(D) 


Reimbursements for! cancellations 


1,372 


(E) 


Cash on hand 6/30/81 


13,992 




Total 


$334,782 




Utilization Rate 


X 1.00 






$334,782 






X .90 






^301,304 
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Use of the higher figure* $'301,304 would then lead to n Conditional Guarantee - 
FCC oe $63,371. 

The substitution of the January 7, 1982 propose>i regulations foe the 
January 19, 1^31 regulations eliminates Part II of the formula for' calculating 
Conditional Guarantee - LOE. Use of the lower figure (5211*570) in conjunction 
with an estimated Increase In the amount available from collections, r.hen eliminates 
Bowdoln from eligibility for any new federal funds In the NDSL Program. 

I believe the January T, 1982 regulations have liad a mathematical Impact 
upon Bowdoln that was neither foreseen aor intended. 

They would also have the effecl. of locking our LOE to the 1980-81 yeari 
thus preventing Bowdoln from qualifying f;3r a Federal Capital Contribution in 
succeeding years. Furthermore, the January 7, 1962 regulations are proposed , 
not final and they were not issued until after applications were submitted. 

In the past, the Department has increased the Level of Expenditure for 
a number of institutions for various reasons. I ask that you do so now in Bowdoin's 
case so that we may continue to participate in the NDSL Program. In making this 
request, I am not seeking any advantage for the College but merely continued 
participation under the same ground rules that have applied in years past and still 
exist in current regulations. 

1 hope to hear frcm you as soon as possible so we can make whatever 
plana are required as the 1982-83 academic year gets underway. 



Moult^n 
Director of Student Aid 

WHM:B 

cc: Dean Wilhelm 
Mr. Woodall 




BOWDOIN COLLEGE 

BRUNSWICK. MAINE 04011 



I>R£SI0E^^' 



August 19, 1982 



AUG23J982 



The Honorable Paul Simon 
Chairnwm 

^Subcommittee on Postsecondary Education 
Committee on Education and Labor 
House of Representatives 
320 Cannon House Office Building 
Washington, D.C. 20515 

Dear Mr. Simon: 

Enclosed is the copy you requested of Mr, Walter K. Moulton's first letter 
to the^ Department of Education appealing the results for Bowdoin of the new 
regulations governing the National Direct Student Loan Progreun. For a 
college to be excluded from Federal Capital Contribution Funds in spite of a 
6 percent default rate seems wrong to me. The new regulations must be producing 
results that were, as Mr. Moulton observes, "never anticipated and never 
intended." 

Let me once again thank the Committee for the opportunity to appear before 
it. Your kincl remarks about Bowdoin £md Senator Douglas were very much 
appreciated. 




Enclosure 




11-922 0 - 83 - 7 • - 
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iiOWDOlN COLLl{ciH 

I>lRl-.CTOR or STUDKNT AID UHUNSWK.K, MAINU ILIOil 

A|ii-!l Jli, l'JH2 



AIM'KAl.S 

NUSL/CWS/SEOG 

PuHt Office Box 23914 

|.*Enfnnt Plaza 

Wa.shlnuton, D.C. 2002/i ' , 

l)enr Sir, 

1 write On bulialf of Bowduln CnlU»v,e in ;m|u?al uur ol imlniiLlim frlim 
parti cl pat Ion In any f»irthor dluLribntlnn tif l-\;»!fr;il CnnUal Cunlilbutlun In 
the Nrtclonul Direct Scndont l.nun PrtiKriiiu. AlUuitiKli ihls IcLlor 1b lochnlcally 
not (iildrebtied to hny <ippi'nlnb]« Itom, Ui.it In milv biM-nusu Ibi? prnblcin JlMclf 
had not bern Idontlflod at tlio time Ibat liio pmvl :* Ihmh fur ;i|J|k»j«1 wuri: url L ten. 

Under the Jiuniary 19, 19H1 romi 1 ;il Iiuah novi»tnlnn ;i|nil lual Imm fur 
fL*ilernl funda, the calculation for Cmiill t lim.il (ni.ir.-inU*e - l-V-lrral Cipl tal 
Contribution In done an folluua: 

Conditional Cunr.'intoo In tlio i^rjuiiyr^ ' 

I. Darto Yrnr l.ovt»l of ExptMulI i nrr i\\wti WX ur, 

11. Current Year FumllnK l-t*vul tS.iiou III 1 1 I /..u Ion 
Rrtte t Inn'H 90X 

In Bowdoiii*s rnsi!, Lhi* m.-Ulu'inat 1«'h work Iblt. w:ty 

1. nnfie ytMr U)E x ')0X 

(A) l.o.inM ii..nUv 19Hf)-Hl $2-/ J,9(m 

(B) AdminlotraL Ivt^ Uxplmuhi* J.Li\2^ 

Totiil S2i5»H7B 

5211/^71) :^ . 

II. Current YiMir Kihullnrt Ivvi'l x Ul 1 1 1 '/.af hni • . 
Rate X 9()Z 

(A) KCC Current Year $ 9/«,3Hl*^ 

(B) Inntltutlunnl Capital Contrlbul Inn 10,'»04 ' i 

(ICC) . . , : 

(C) 11031 of baao year cullct'tinna 214,433 . 

(D) He Imbnr semen ta for cancel liUlnna 1,372 

(E) Canh on hand 6/30/Hl 13,992 

Total ri3A.7B2 ; 

Utilization Rate x 1,00^ 



S3J4,7B2 
X .90 
S 30 I, 304 



* T\\iH will be the unHMnU tJf Unwtloln'.M 
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1981-82 IXC nfiiT KU \u\h tm r i'»M liI K li» .i- » »l loi 

Panel apjiraveii cliitttKOH. 

UHf of the hlglirr riK<tro» $301,'JUA wtniiil tiuMi Icatl l» .-i nnHll i I him 1 Cu.ii ani ri' - 
iCC of Sfr3»371, 

llic Hiibut 1 Uil Idm dT lliL* J.iruiarv /* l*^^^ |tnit>oHiMl it'i'jil.it to..;: i i ti«* 
J>iniKiry 1V» 19H1 ri*);u l*it ionn iil 1 uiIicuuh II iif tlii' titrmiihi Inr i'- ' i • it 1 iij; 

(,'oiidl I lonal Gu;iranlco " LOU, Ui4i> of llic JtiwtT llr.uif (^i/ll , !>7()) 1 h « tn- }<uirt luit 
wttli nn escJmalcd iuiTOiiriC in ttiu aniitinit nvalhiliU' 1 ntm ctil 1 ei- ( Imis , llion flltnl- 
iMtcB Bnvdain Trora ell^;lblllty inr iiny ni*w rcilunil riuiilii In ihe NDSli l'r«i>>,riiiit. 



1 rtHk tlifi Panel anil tlii!- DepiirUntMit nf liihuwll Inn in iuiiimIiIit I tii> I n 1 l«twi 

1. Our ri'qtiesteJ. Level of KxpeinJl l oro mmi frnm $H91,IC)7 » 
tn $1,236,151 linHtMl upon auilMutK' il.ilii liir Incru.-iHt'J 

number of aid catidlilaieM and an I ur ru/iup In the roul ' " 

of attondanrc. The nuw To nun In iloi«n nut imtihIi an 
^ Jncre.'iHu In 1.0F., nnly a ilui* ri'ani' . 

2. TJie new ri*s»»lnc lonn wonld loik l.tHi in Un* lyHU-Hl yisir 
Ihns prevent ln>' luiwdtijn from t)nalll vlni; fur a I'i'deral 
CapK (il Cniit ! lim in Hiii*i »M*iUnn v.Mr,',. 

3. The Jannaiy 7, rJH2 rcKulal Imis an* J".<M'i'A*:ii l liial, 
anil, tlif.y JmpHt t npon somi> 1 niU 1 1 ni TtniM Jn .'ii>'nl f It'anl ly 
dirit-reiil w;iyn frum thi* n'j'.iOat l"'>:* lhat aif nnw In I'fltui, 
Fur ihu rntn , thi* prnpoHiMt rcun''it Jt»i>'* wi-rt? IhiuiciI 'jjiju^ 
uppHcat InnH wore aidnil t red , ,^ Nts t 1 1 1 'Ml Ion uf iholr nuo 
vIb-m-vIh' F/Hiiil proL-iMluren w.ih' unl c.lvt'u injl ! 1 Hovera 1 ihiyn 

4. I hollevi* ihe .Lntuavy 7* 1*)M^ i oi'.nl ai linpi havi* a mat hL-m.M | ml 
effect itpnu rtume ct»lli>^>i'H that w.ta m-vi-i antK'lpaied a-Mt ni'vrr 
Intcnileil hy ihc IMtiraiJtnt I)»*pariit»*nl . 

'^omc adJuHtmenr In ihln Hlluatlim 1h cMrnMit lal . 1 nnk hntli Ihi* Panel 
aiid Ihu FJuciitinn Dnp.irtimMil in ta-ek Hinm* t-ipil t atili- ;atlnl Iini bnlh in ihi* nami* 
iif Houdoin College uiid fur all ttihi'r Immi ( i nil imih In ihe i-mmtry lhat tiavr stiffcred 
an niiw.irranled Iohb nf federal fumlH a nvintl the ri)tiiutln L'hanp.e. It ni'fiiiH 
unly fair to correrl the liuI>alaiu*eH that havi- m i urn'tl, »*vi'ij tuiin- hei ati;ii* .i 
failure lo du ao will perpotuale Uu* Imiiiitliv In tin- VfarH ahfad and s ll,.-.- 
llvely remove any prni*eih»rc fi>r jcdn'HH nt th»' cr l-'vame , 

Si nrt-n* I y, 

Walldr yi. flniltnn 

1)1 tiM-i.jt Stnd.-nl A III 
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Mr. Greason. Thank you. 

Now, the Department of Education has not b^en able to provide 
us with any administrative remedy for this problem. We have ap- 
pealed, we have been told there is an appeal, but we have also been 
told we cannot appeal this particular matter because it concerns 
the amount of money, based on the formula. So we are in a kind of 
Catch-22 where there is an appeal system, and yet, we cannot— we 
have been told there is no deal possible in this case; 

So we really have no alternative but to ask the committee to do 
what it can to see that there is a delay for a year while what seems 
to us a fairly bewildering situation is worked out. 

Now the second point is simply to note the larger problem. And 
that is that these regulations, and I should read this carefully, "ad- 
dress only the loan collections which are automatically increased 
at a rate of 10 percent per year." 

However, there is no provision for any increase at all in the con- 
ditional guarantee for a college. This assures, as we understand it, 
that every college in the country will be eliminated from the pro- 
gram sooner or later, since collections which increase automatical- 
ly must finally exceed a static or declining conditional guarantee 
for every institution. That is the way the formula works. 

I must assume that small colleges will probably be eliminated 
first since the amounts they deal in are relatively small, and that 
those colleges with the best loan collection records will be eliminat- 
ed from the program fastest. 

Let me just note one instance; we had, as I noted, a 6-percent de- 
fault rate. There is a university close by with a 10- to 15-percent 
default rate, a very good university. It will receive, as I understand 
it, increased amounts in FCC of about $60,000, which is very rough- 
ly the amount of money that Bowdoin College will not be getting 
with its 6 percent default rate. 

I think this is what we mean when we speak about problems 
coming up under the present regulations that were neither, fore- 
seen nor intended. Hence, our appeal for a postponement for a year 
while the matter is rethought. 

The third point I will not go into in any detail. It is a scheme 
dear to the heart of my director of student aid who feels that, 
indeed, if good regulations can't be worked out, then very possibly 
these funds currently loaned out by the college might, indeed, 
become the college's for a perpetual loan fund on the basis of need 
and done according to some regulations which he briefly suggests 
here, and maybe the committee would like to recommend the De- 
partment of Education give some thought to that proposal. 

But those briefly are our concerns. 

[The prepared statement of LeRoy Greason follows:] 

Prepared Statement of A. LeRoy Greason, President of Bowdoin College, 

Brunswick, Maine 

I ask you to consider three points: 

(1) The January 7, 1982 Proposed Regulations and the August 2, 1982 Final Regu- 
lations eliminate Bowdoin College from both current and future participation'in the 
National Direct Student Loan Program in a way that was neither* foreseen nor in- 
tended. 
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(a) For the record, I submit an explanatory letter from Walter H. Moulton, Direc- 
tor of Student Aid, Bowdom College to James Moore, Director, Student Financial 
Aid Programs, U.S. Department of Education. 

(b) To date, the Department of Education has not been able to provide Bowdoin 
with an administrative remedy for the problem and we have been advised that no 
relief is possible from this quarter. 

(c) We have no alternative at this point except to request that the August 2, 1982 
Regulations be disapproved so that our appropriation under the NDSL P?oCTam will*^ 
once again be determined on the basis of the January 19, 1981 Regulations 

(2) There is a larger problem involved with the August 2, 1982 Regulations They 
address only loan collections, which are automatically increased at a rate of 10 per- 
cent per year. However, there is no provision for any increase at all in the Condi- 
tional Guarantee for a college. This assures that every college in the country will be 
eliminated from the NDSL Program, sooner or later, since collections which in- 
crease automatically must finally exceed a static or declining conditional guarantee 
for every institution. I must assume, but cannot guarantee, that small cofleges will 
be eliminated from the Ni^SL Program first. Also, those colleges with the best loan 
collection record will be eliminated from the program fastest. Again, this seems 
good reason to disapprove the August 2, 1982 Regulations and insist upon some revi- 
sion to the distribution formula that recognizes an increase in conditional guarantee 

?oV?i^°^^^^^"^ ^'^^ required increase in institutional collections. 

id) Perhaps it is time to consider an alternative to the National Direct Student 
t^^I'.u^/^S' ^^^^""^^^^^ ^t*^^ happens with these regulations, it may well be 
that the NDSL Program has outlived its usefulness. I ask the Sub-Committee to con- 
sider the following: 

(a) Eliminate appropriations for NDSL thus saving 186 million dollars or so per 
year. ^ 

(b) Give each college title to its current NDSL balance with the provision that it 
be maintained as a revolving loan fund for students on a need basis. 

(c) Allow each college with such a fund to lend under the Guaranteed Student 
Loan Program in its state or under the Federally Insured Loan Program up to the 
amount available from its fund annually. 

(d) While this will save annual NDSL appropriations, it will not increase the total 
number of students borrowing under GSL. It will assure, however, that interest pay- 
ments on loans made by colleges will become part of the college's revolving loan 
fund and vyill be available to future students. It will also have the salutary effect of 
concentrating and consolidating student indebtedness under one loan program. Be- 
cause there is no satisfactory, long-term solution to the current apportionment prob- 
lem in the National Direct Student Loan Program short of much, much larger ap- 
propriations, this kina of change v/ould seem to be sensible. 

Mr. Simon. Thank you very much. 

If I may direct this question to the attorneys who share the 
podium here, we have heard now two witnesses in this panel, we 
have heard from others where they go through the appeals process, 
but there is a feeling that the appeals process is meaningless. 

Is this an accurate interpretation or am I drawing the conclusion 
that is not an accurate conclusion here? 

Mr. Blakey. I don't think, Mr. Chairman, that the conclusion is 
entirely inaccurate. I think the problem arises this year because 
people were told to appeal through a process which was not in 
place. 

In other words, we had a proposed reg that had been published 
in the Federal Register, people were told to follow that process 
when, in fact, that was neither the law nor were they bound by it, 
and as I think Mr. Phillips indicated, they ignored appeals that 
were filed under the regulation, which is what the • institutions 
were bound by. 

It is the same situation we are in right now with respect to the 
allocations institutions have been given, an allocation based on 
what was a proposed reg and is now, as far as the department is 
concerned, a final regulation. 
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I think the confusion contributed to it because institutions 
thought they were bound by the existing reg, not by a proposed 
reg, which, in fact, from a legal point of view, is what they were 
bound by. 

Mr. Dean. I concur with what Mr. Blakey said, I think it is a 
good statement. 
Mr. Simon. OK 

Then finally. Dr. G reason, when you say maybe we ought to be 
looking for an alternative to the NDSL program, one of the things 
I hope can emerge when we reauthorize the Higher Education Act 
is some simplification of the whole process, not simply NDSL's but 
the whole ballgame. One of your suggestions in here may very well 
be part of that. Any ideas you have and any of the witnesses have 
when we come to reauthorization of the Higher Education Act, any 
suggestions you have as to both simplification and how we guaran- 
tee that schools continue into the future to have access to this kind 
of assistance to students I think is an extremely important ques- 
tion. 

If the three of you do not object, what we would like to do is to 
ask you to be available for questions to Mr. Blakey and Mr. Dean 
here for a short time. 

My apologies for ducking out on you. Thank you very, very much 
for being here. 

Mr. Richardson. Thank you. 

Mr. Greason. Thank you. 

Mr. Stanley. Thank you. 

Mr. Blakey. Two questions for each of you, if you would. First, 
President Greason, you have indicated that you did attempt at 
least to pursue an appeal with respect to your failure because, as I 
understand it from your testimony and prior conversations, the 
elimination of what used to be the second part of section 674.6 of 
the regulation is what prevented you from being able to receive a 
Federal capital contribution. 

In other words, there was a time when you had a choice between 
greater than or lesser than and thev only selected one, and that is 
what eliminated you from the program. 

If the current regulation was in effect then, you would have re- 
ceived basically your same Federal capital contribution as last year 
or about the same? 

Mr. Greason. Yes. 

Mr. Blakey. OK. Is that problem related to any of your institu- 
tions, Mr. Phillips, and what about UMES, Mr. Richardson? 
First, Mr. Stanley. 

Mr. Stanley. No, I don't think that is really related to our situa- 
tion. Our situation was that in order to protect ourselves legally, 
we made our appeals on the basis of existing regulations and the 
Department of Education just totally and completely ignored that 
appeal. 

We did prove due diligence in our appeal. However^ 

Mr. Blakey. Diligence provided for m the 

Mr. Stanley. In the existing regulations. However, they felt like 
that did not really matter. 

Mr. Blakey. Did UMES file an appeal and you indicated that 
you got some inside word, as it were, and were advised against it. 
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^ Mr. Stanley. Yes. As I stated in the testimony, the director of 
financial aid at the University of Maryland, Eastern Shore, was 
indeed a member of the national appeals panel. 

And^it was his informed opinion that given the mood prevailing 
m the Department of Education and the ambiguity between the 
proposed versus the existing regulation, that UMES would not 
have survived an appeal. 

Therefore, we did not appeal. 

Mr. Elakey. There is a reference," president Greason, in your 
July 19 letter from Mr. Moulton to James Moore of the depart- 
ment. 

Was there a prior piece of correspondence before July 19 that 
might provide some further clarification for the record which we 
could have? 

Mr. Greason. I believe there is. Unfortunately, I do not have a 
copy of it with me. I will be very glad to provide it. 

Mr. Blakey. We would appreciate it if you could supply that for 
the record. 

Mr. Greason. May I simply note, since we were talking about 
the appeal a moment ago, that I do have a copy of the results of 
our appeal, and it reads: 

Denied, institution addressed a nonappealable item. Instead, institution should 
have followed procedureii in March 1982 appeal instructions. 

So we are told, really, that it is nonappealable, but we should 
have appealed it. 

Mr. Blakey. I think it was appealable under the existing regula- 
tions, but not under the letter, and the letter, which I think I have 
a copy of here, gives instructions that tend to parallel the proposed 
regulation at that time, as I understand it. 

Maybe we ought to have, just so that the record is clear, we 
ought to have that document 

Mr. Greason. I will put that in the record, too. 

Mr. Blakey [continuing]. For the record and we would appreciate 
your supplying that. 

Mr. Dean. I have a couple of questions that I would like to ad- 
dress to the entire panel. 

It has been stated by a number of persons that the new regula- 
tions would discourage loan collection efforts. Could each of you de- 
scribe what, if any, changes you intend to make in your collection 
efforts if the new regulations go into effect as presently written. 

Mr. Richardson. Well, I don't think that any of the institutions 
would be prepared to say that if the new regulations went into 
efiect that we would still not do the best that we could to collect on 
the loans that we now have outstanding. 

What it does say, I think that it can have a psychological impact 
on the staff niijmbers of financial aid directors and those staff 
members who are involved day in and day out in the billing and 
collection procedure. 

It says to them, well, if we do well, we are not going to be able to 
get any additional funds and if we don't do well- we are not going 
to get any. So why bother? 

I think it is more than that to say that the institution itself 
would then give up on the collection of the outstanding loans. 
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Mr. Stanley. We have already made some changes in our prc:;e- 
dures for reducing defaults and collecting loans. We, in August 
1981, went vdth a new collection agency. Certainly Phillips Col- 
leges, Inc. would not be interested in not performing due-diligence 
requirements. 

One of the reasons is that we still need that money that we can 
collect put back into the fund so we can help other students, and I 
don't think it is a situation where you find any school that would 
come right out and say that they are not willing to collect loans - 
anymore, but I believe my colleague from Maryland stated very 
clearly some of the problems that you would have with that. 

Mr. Dean. President Greason, do you want to respond to that 
question. 

Mr. Greason. As to whether we would take other steps than we 
are taking 

Mr. Dean. Would you modify your collection efforts if this regu- 
lation was allowed to go into effect as presently drawn? 

Mr. Greason. I think not. I think it fairly effective. And the de- 
faulting 6 percent, I have seen the names and know a number of 
these former students who are not paying and know some of their 
problems. 

I think it is probably a realistic result and, as T stated, ultimately 
we do hv^.ve resort to the courts after we have been humane as long 
as we reasonably can. 

Mr. Dean. One other previous witness. Dr. Miller, suggested that 
Bennett College was withholding the transcript of any student in 
default until payment was made. 

Do your institutions do that now? And if so, how effective is 
that? 

Mr. Richardson. Yes, in the case of the Eastern Shore campus, 
that is indeed the policy. You cannot get a transcript until all out- 
standing bills to the university are paid. 

That is an effective mechanism, but what happens is that the 
student finds some other way, if it is not directly for graduate 
school admission, then there are other ways of satisfying the same 
requirement. Oftentimes this student may have an unofficial tran- 
script that he can present to an employer so the employer accepts 
that, knowing that the reason he cannot get the official transcript 
is because of an outstanding loan on NDSL. 

I wish also to make one other comment in regards to future ef- 
forts or the impact of such a decision on future efforts toward col- 
lection. 

I think right now that there are many borrowers out there now, 
alumni of the university, who are saying that I do not wish to have 
on my conscience that burden of not allowing students now to get. 
loans to get a college education as I did. 

And they are trying, with all the power they can, to try to ar- 
range to pay some of this money back. But in fact, if they find out 
that it is not going to be of any. consequence in terms of the stu- 
dent, then I would say that they will change their attitude in that 
regard. 

Mr. Stanley. We also withhold transcripts. I don't believe that it 
is effective, though, in our situation. As I stated, our students come 
largely from economically disadvantaged .situations. Most of our 
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students who do. have to drop out of school, that is where your larg- 
est number of defaults come from, not graduates, but dropouts. 

Dropout would cause some financial problems, and we found it 
would be rny guess, that those students are not trying to attend 
other institutions and they are trying to gain employment, but the 
situation is such in Mississippi that the outlook is just not very 
good for them. 

Mr Gr.SASON. I might say we, too, withhold transcripts. I think 
for mo^t c:: the people in that group, the transcript is not tem^ 
important i think for the few it is, they have already used it in a 
sense when they were in good standing and have gained access to 
graduate school or whatever position it was that that transcript 
was relevant to. 

It it worth doing and continuing to do. I think it is not as effec- 
tive as some people think it is. 

Mr. DsAM. Did Bowdoin ever have a problem with collections on 
NDSL's in the past? Has the rate always been 6 percent? 

Mr. Greason. About that. No, we have always had it. 

Mr. Dean. Is there anything that your institution is doing that 
you think could be applied more universally to other institutions to 
improve their rates? 

Mr. Greason. No, I have described the process. I think we are 
fortunate in that we are in the position of being a fairly selective 
college, admitting about 400 students a year out of over 3,000 appli- 
cations. 

There is a great deal of concern about the general quality of the 
student as a total person, as well as someone with some intellectu- 
al ability. I think there has to be a correlation between that and 
one's willingness to live through this responsibility that is accepted 
in taking the loan. 

I suspect if you looked at the group of students at Bowdoin who 
are in default, they would not be terribly different from the groups 
of students in default at a great variety of colleges and universities. 

Mr. Dean. Thank you very much. 

Mr. Blakey. On behalf of the chairman and members of the com- 
mittee, I would like to thank you for being with us today. There 
have been several references during this morning's testimony to a 
list of schools who are being denied an NDSL Federal contribution. 

So that we are all operating off the same list, and the record is 
clear, we have an August 17, 1982, list supplied by the department, 
entitled ''Department of Education, Office of Student Financial As- 
sistance, Report of Institutions Denied NDSL Federal Capital Con- 
tribution Because of Failure to Prove Due Diligence for Award 
Period 1981-1982." 

We will enter that in the record as "The Official List of Who is 
and Who is Not Receiving a National Direct Student Loan Federal 
Capital Contribution." 

[The list referred to follows:] 
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. mUi OF STUDENT hHHUCKL ASSISTANCE 
. 'ilErODT OF INSTITUTIONS DENIED NDSL FCC 
BECAUSE bF FAILURE TO PROVE DUE DILIGENCE 
FOX mm PERIOD t98U»2 



SEIIAL SJIHE 

001M6 LOm COLLEGE 



00152* • HRIAII iKatttUTk 
004755 ELECT COMPUTER tmMm tl(3T 
.001511 FRIENDS MBLE COLLEOE ; 



] V 



ACmHt or SEJlUTI the "f 
FUGAlZt BUSINESS toLLEOt '■' . 
XENTUCKT BtlSlNESl COLLE''iv: 



DxiuGHolj bustilEss eoLLtce 

CSiMtl MATE UlltVERSlI 

luiniin 



CITT 



bUBUQilE 



UICHITA 

TOPENA 

HAVILAND 



' : LEXINGTOH 
LEmNGTOH 
•k- ':. LEXINGTON 
■j;'-; FRANKFPIT 
''■■.■•milOl.iJE 



..■SHkEyENt 

■.i\CIlAHBLlNO 
' HONROE 




miD BEiUTt SCllO&L 

BMiuaiuflitLEQE ■■■ 

CHESAHAXE COLLECE' ' ■ 
COIUHBIA UltlOlt COLLEGE ' ' 
COPPIN S7ilTE 'COLLEGE 
DEL Him Vli BEAUTI ACiiDElIlt 
KACERS'rOUN JN COLLEGE 
HARKLAND INSTITUTE COLLEGE AST 
HOUNT SAIHI HART'S COLLEGE 
TALSTATE BEAUIT AcAOEH! 



BDKIE 
VTEHlLls 
' TAKOHA PARt 
BALTIHORE 
SALISBURT 
NAGERSTOHII 
'BALTIHORE 
EKHITSBUtIG 
CUHBERLAND 



001S1S BAT STATE JUNIOll COLLEGE 

001620 BERKSHIPE COHKUNITT COLLEGE 

001942 CENTRAL NEK ENGLAND COLLEGE OF TECH 

001946 COLLEGE OF OUR LAOT OF ELHS 



BOSTON 
PITTSFIELD 
VORCKESTER 
CHICOFEE 



wWn • depaiitheht or EDUcmoii 

OF STUDEHT HMUi USSISTANd 
JEPOSt or lUSTITUtlOHS OEKIED HDSL FCC 
bEpHUSE OF hiLliRE TO PHOVE DUE DtLIGEtlCE 
. .. , FOR mRb PERIOD I98I-B2 

•Miki mi cm 



D0U50 CURRY COLLEGE HILTON 

0011TB HOLTOKE COHHyillTT COLLEGE " HOLTOKE 

00)192 KHSSiiCHUSETTS BUY COHflUIIItY COLLEGE , ' UELLESLEY 

00)911 HE«3URt JR COLLEGE ' ■ B03I0H ■ 

001928 H T 3 ELECTJomc jCtm BOSTOH 

00193) JOIBURY CHTlr COLLEGE BOSTOH 

001933 SALEH S,THTE COLLEGE : ;;' ■ ' SILEH ' 

001917 3T0IIEHUL COLLEGE . HOBTH EUSTOll 

001189 DHivEiism OF lovelL . .v;::"";;;. Lohell 

00)993 DELTl COLLEGE , " ''' f 'Jfe ' mHum cEHTEll 

002011 urn umi H cfiLLEot ■. " ' ^'Mh''> It/;- '-V craIid umi 

002011 IIEHRI FOIID COHHtlMlTY COLLEGE i^^ >i- > ij&.v/ V'-;/'.J'i DEHRBOSH : 

OO203« LEHIS COLLEGE Of BUSIHESS ' ";/,^ bETllOIT • > 

mm mm county chtt coLLEct mti tliilPUS^ .■ , ' j •: i- Iit cLEHbi 

002051 HUSKECON BU3IliE33 COLLEGE v. HUSXECON ■ . 

00205T NORTHWEStEIIH HICHIDAII tOLLMl '^.t^\;'^^..S^V-;^"* tMVER3E ClTt /. 

D02069 SWIIHK VilLLtY STJlTt COLLEoE <t V'T;;;'i«?:^ ij^ii..' :;>i(|IHlVEIl5lTY CEHTEft 

0020TT . SOyiHWJTERH HlCHlOiilt tOLLEG 4:1 'ilisV'jjsfe^^ ;/ 



OOS033 

002111. ITHSCA CHTY COLLEGE ■ . i!;}^'' 7!^V;" '/i''i<ij^f*^^^^^^^^^^^^^^ "I"" 

002201 SOUTHUbT StAli UNmMtrf;J;3^; et» . 

0022J1 CLUrKE COLLEGE \ \ i'-V^ ' ' i :,: dEWTON 

002215 DELTH 3im UNlVEftSlTlf / ' ' ' J'y .'V. !. CLEVELAND 

002236 DRAUOHONBUSINESS COLLEOfc • . v-;'.. '.' ■ ' V, JUCKSON 

002215 Jicml iTliE mjEllJltl, '• • JACKSON 

0022^7 HmlOLflES c8lCECE kESt POINT 

0O225T llia31IEUPUia£Y.ilitE.llSlVEI|Sm - ■ ITTHENA 

002255 HIS3IS31PP1 UllHEflSlIY FOfl HOHES 1 {\ t] COLUHBUS , 

002266 miJQlL£GE, lUiJ HOLLY SPRlHGi 

002269 TOUCALOQ CQL LECfe X V ^ TOUCALOO 



OOnSt BRYAN tmiTUTt VEBSTER GHOVES 

001112 ELECT COHPUTER PROQRAKHINO 1H3T ' .KANSAS CITY . 

00lTt3 KIRKUOOD BEAUTt COLLEGE XIRKUOOD 

002317 HINERHL AREA COLLEGE FLAT RIVER 

002351 HIS50UBI SCHOOL Foil DOCTORS USSISTAIITS SAINT LOUIS 



I 



mimm of iMm 

ornct OF STUDENT riMNCla *33I3WHCE 

mm OF mSrniitioHs DEHifeD ndsi fcc 

BECHUSE OF FAlilljRE'TO PHOVE DUE OILIOEHCE 
. FOR AWARD PERlOtI IjSl-S? 



SEIUL NAHC 



0023T2 SUNT LOUIS CONSERVATOIiT OF llU31C 
005062 VAtTEROTT AND SUILIVAK EbUG CENTER} 



002421 



MILE3 COHKUmTT COLLEQE 



cm' 



SAiNT LOUIS 
ST LOUIS 



mi tm 



1 1. 

00214S DANA COLUCE'^ 



' ■v, • ■ ,>V''' ' ''• ■ ' ft' hi Itll 



oojue; 

OOStBT 

mm 



002S26 



002535 
002519 
002S5i 
0025ifi 
002573 
Q025S& 
00260T 
002608 



CLARK COOlttf COHjUNltl.COlltjr ,1.^.. iSMSJir.;!" 'I''^;^! 



LAS VEOiiS 
LAS VEGAS 

ivIiSPllllKS 



« , * .■ .. ,1, I 

UHICK COH'pUTES SCliKCE Illit^■fl)f^..v;••7.;■Mi,•,i 
CALDWELL COLLEDE ...^ ; '.'M^c'i 
£LEC COHFUTER froo ihU 
CLASSBOJOSTATEtOLLEDE^ 

JOSEPH PAtERNO tOL OF BEAUircuUTUH.; ;j;'A.vr... ,„ 
PTCLAIR SIATE.COLLEDE , •„■ ;, ■ aiHr...^'' '' 
SAHtER SCHOOL-CLIFTOH '^^ ''- ^ 



SAUTER SCH00L.ELlZA3ETli 



.1 



■?ii1.y;CALl)HELL 
'PAIERSOH [. 
CLAS^BORO 

""/■' ^ UPPER HoNTCLJllft 
■■'CLIFTON 
ELIZABETH 



00261(2 EASTERN NEW HEncoUNly.ftoSHELL 
OOSOTS VO-TECH INSTITUTE IHC 



RO&VELL 
ALBUQUERQUE 



0026(2 ADELPHI BUSINESS SCHOOL-KINEOLA 

002660 APEX TECHNICAL SCHOOL 

0050T9 ATLAS SCHOOL-OF BEAUTl CIJLTURE tNC 

002722 C«IEK0VIA COLLEGE 

002781 EASTERN SCHOOL FOR PHISIClANS AIDES 

0027S7 ELIZABETH SETON COLLEGE 

002197 FORDHAH URIVERSm 

002601 FULTON-HOHTCOMERI COHHUNITT COLLEGE 



HINEOLA 
HEW lORK CUT 
NEU lORK 
CAZENOVIA 
m tORK CITI 
T0HKER3 , 
BRONX ■ ■ 
JOHNSTOWN 



SERIAL NAHC 



002B02 
002B0S 
002012 
002B26 
002864 
002906 
002872 
002880 
002883 
004604 
002903 
002936 
002909 
002956 
002961 
003010 
OO30I6 
OO3OI7 
002877 
003025 

00303 

003036 



! OO306O 
003063 
003094 
OO306II 
003113 
003117 
CG3n9 
003123 
003138 
003140 
003093 
003172 



■fSiJ! """NT FINANCIAL ASSISTANCE 
hb!5M2rh2^..J""T""''5 DENIED NDSL FCC 
BECAUSE OF FAILURE TO PROVE DUE OILICENCE 
Foil AWARD PERIOD 1961.82 



CENESSEE COHHUKITI COlLkcE 

harrihan collece 

Herxiher coujiti cohhUnIti coLLEoE 

JEFFERSOH COHHUMITI COLLEdE 

MIOWAr BEAUTY SCHOOL ' . ■ . 

HIDWAt^-PARlS UeAUTI SCHOOL 
HONROE BUSINESS IMStlTUTE 

NEW lORK.BUSlMESa SCHOOL . : 'A ■ 

WRK INST OF. DIETETIC^ i/'V'.; .'■■^ ' 

aiAcARA hAiR STtLiNo i BTl. tULtUM IW ^ •■^■^,4 i"; • 
OrtAWOE COU^n toHHUNITI CoLLEOfe ••>■ ' -.. ^K^U'^l- 
ROBERT riknct BEAUTt iCnOOl ■ ! K ^ 




EHiABlfrciTt 



ciTt tnn OMivhJltt 

HAMILTOH COLLECE " " ' 

irnHMsoK^c^Hiia^uriiyE 

KINO'S COLLEOE-SAUiO 
LAFAmie COLLECE 
UKIMUtONE .COLLEdt . 
JiolJIi-caouiA-JUT. StATE . UMU. 

NORTH CAROLINA SCHOOL OF THE Al^tS 
RALEIGH SCH OF DATA PliOCESStHC 
SOUTHWESTERli TECHMIiSAL COLLEGE 



• ...... • . I . • > 



CITI 



BATAViA 

HARRIHAN 

HERKIHER 

WATERTOWN 

FOREST HILLS 

BRONX 

BRONX 

NEW YORK 

NEW YORK 

NIAGARA UNIVEHsITY 
hiDDLETOWH ■ 
Mew YORK 

brooklyn 
bronxviLLe 
schenectady , 
new york city 
schenectady 

NEW YORK Cili 
UNIOKDALE 
BUFFALO . , 
PATCHOCUE • ' . 
HAUPPAUOE 



COWCORO 
bREENSBORO 

, Elizabeth cttt 

CHARLOTTE 
' CHARLOTTE 

KALEIGli 
■ fAYETTEVlLLfe 

SALISBURY 

CREEMSBORO 

WINSTON SALEH 

HALEIGH 

SYLVA 



003274 DEFIANCE COLLEGE 

003301 KETTERING COLLEGE OF HEDICAL AM 

003307 HALONE COLLEGE 

003338 OHIO STATE SEAUTt AcADEHf 

0033"? OHIO UNIVERSITY 

OO33I8 . SOUTHWESTERN COLLEGE OF BUSINESS 



11 



DEFIANCE 

OAYTON 

CANTON 

LIHA 

ATHENS 

WEST CARROLLTON 



^ . bEPAftTriENT or eOUcATlON 
OFhcfc or STUDENT riNANClAL AsSISTAtlCE 
^ REPOKT or IHSTITUTIoNS denied NDSL FCC 

bkcAusE or rAjLtiRE to^prove due diligence 

roK AWAKO ^fcmoD 1981-82 



SERIAL NAHE 



003428 NORTHEASTEAH OIcLAHoHA StAtE INlV 
003*130 NORTHERN OKLAHOMA COLlECC 



003i>69 BLUE KOUNTAIM COHHUNttl COLlKOfc 

ooi%9\ kount hood.coMhukitt .coLLeqe. • 

003511 SOUTHWESTClN ORECON fcOKKUMItf tbl 



004835 AKEKtCAii AcAdEHT 0^ filtOAbcAstlKd ' 

003550 CALIFORNIA STATE COLLEGE . . -...i ■ 

003558 ^EYNtY STATE COLLECt . . 

003566 COHftUHlTrCOLtECE* OF.bfeLAwAlt.eO ='i 

003578 EAST STROUDSBURQ &TAf£ COLLEOt : : 

OO36I2 KEYSTONE JR C0LLEC6 >•■•.' 

0036 U KUT2T0WN STATE. COLLEdi . -^.-.f.u. ■ 

003617 LACKAWANNA it COLLEGE ' ' ^ ' : <•= 

003627 UNCOLK UNIVERSITY . , ' f '. ' a 

003658 NORTHEXSTCRM CHMSnAH JA^CbLLKtiL 

003664 PENNSYLVANIA CoL OF-roDUtRtC HttiV 

003672 PHILA COLLEQl OF ARt'. " S'>r''\' 

003679 PINEBROOX JR eoLlEOE . . > y^X^til^:- 

003694 SAINT FRAHCJA COLLEOt ' ^^ 'V ' 

003700 SAWYER SCHoOL-MtTSfiUWH ■---V '. J* 

003707 SWAhTHHoRt COLLWE ■ r . 



004586 BAYAKON CENTRAL UMIVKrUtY 

004588 CARIBBEAN UNIVERSITY COLlEOt 

. 005172 ELECTRONIC OATA PROCESStNQ COLLECk OM ft INd 

004594 FUNDACION fcOUCATIVA ANA 0 HENOEZ 

004615 WORLD UNIVERSITY II-A 



003753 ROGER WILLIAKS COLLEGt 
003755 SAWYER SCHOOL 



003770 XLAFLIH CQLLECE 

003603 RICE COLLEGE 

003789 RUTLEDGE COLLEGE 

003804 RUTLEDGE COLLEGE 






tlTY 


ST 




tAriLEQUAH 


OK 




TONXAWA 


OK 




PENDLETON 


OR 




ORESHAH 


OR 




Coos BAT 


OR 




PHILADELPHIA 


PA 




CALIFORNIA 


PA 




CHEYNEY 


PA 




HEDIA 


PA 


•,y ■ 


EAST STKoUDSBUhd 


PA 


\ . 


LA PLUKE 


PA 




KUTZTOWN 


PA 




SCRANTON 


PA 




LINCOLN UNIVERSITY 


PA 




VILLANOVA . 


PA 




PHILADELPHIA . 


. PA 




PHILADCLPHZA 


PA 




COOPERSBURQ ... 


PA 




Uretto 


PA 




PtTTSBURdf) ' 


PA 




:suarthkor£ 


PA 


\ • 


BAyAHoN 


PR 




■BAYAKON 


PR 




HATO REY 


PR 




RIO PIEDRAS 


PR 




HATO REY 


PR 




BRISTOL 


RI 




PROVIDENCE 


RI 




ORANGEBURG 


SC 




COLUMBIA 


sc 




GREENVILLE 


SC 




SPARTANBURG 


sc 



112 



08/17/82 



SERIAL NAHE 



bC^AHTHCKt Of EDUCATtOK 
'OFFICE OF STUDENT FINANCIAL ASSISTANCE 
^ REPORT C? INSTITUTIONS DENIED ND5L FCC 
BECAUSE b^FAlLURE TO PROVE DUE DILIGENCE 

FOR AWARD PtRIOD 1981-82 

CITI^ 



00^805 SOUTH cARQLIHA STAtE 'cOLLECE 

003806 SOUTHEASTEN BUSINESS COLLEOE 

003808 SPARTANBURG HETHODIst COLLEGE 

0038IX VOORHEES COLLEGE 



ORANGEBURG 
CHARLESTON 
SPARTANBURG 
DENHARK 



3C 
SC 
SC 
SC 



005129 STEKOTYPfe IWT OF SOUtH BAKOTA 



SIOUX Falls 



003819 
003862 
003871 
003872 
005131 
003879 
003911 
003908 
003929 



003950 
003960 
003967 
003976 
003977 
003979 
004669 
003978 
00X029 
001036 
00I10Q2 
001063 
00X093 
0011096 
0011098 
00X108 
00X123 
000130 
001113 
001)15 
009177 
001 118 
001903 



American bAptisT tk^OLooICAl &t[i ' 

■CLEVELAND STATE COHHUKITT C0LLEQ£ 
DRAUGHOHS JA COLLEGE OF fili^lKESS. 
D'/ERSBURQ STATE COHHUKltY COLLEGE 
EHRII .OCH OF BTT CULTDRS^PfttSlEt x 

MARSHALL COLLEGE • kiW-.W^J 

HQBRiaipWN cqLLECfe . , . ' 
TENNESsh tfeHPLE COLLfitife 



ALLSTATE BUSiNtaS CoLLktiS 
AUsTiK cHty col ; V.'j-'-' 

BISH MAtHIS IKSTiTUtt .'•> » / i 

CENTRAL TEXAs COLLEGE ... ... 

CENTRAL TEXAS COHHERCIAL toLLtCfi' • 
CHeKIER BUSINESS COLLEGE 
DALLAS COURT REPdRTING COLUGE ■ 

FORT vortH count nEPORTi*'n coLL&ct 

GULF COAST BIBLE COLLEGE . . 

HOUSTO'f baptist UNlVERStTi ", 

INDUSTRIAL TRAbE SCHOOL OF dULLAs 

KASSET BUSINESS COLLEGE 

PARIS JR COLLEGE 

BAUL.QUlKH.COLLEfiE . 

PRAiaiE VIEW A & H UhlVER^ltY 

SXlNT HAHY^S UlllVERaiTY 

SOUTHWESTERN ASSEMBLIES OF COD CoL 

SUL ROSS STATE UNIVERSITY 

TEXAS INSTITUTE, INC. ■ 

TEXAS SOUTHERN.UNIVERSITX. 

THE UNIVERSITY OF TEXAS-HEOICAL ^RANCH 

UNIVERSITY OF HOUSTON DOWNTOWN CAKP 

VOUGUE BEAUTY COLLEGES-1 , 2A3 




MASHVILLE 

cleveland 
Mashville 
dyersburc 

HEHPHIS 
KASHVtLLE 
hEHPHIS 



HEHPHIS 
.-.,'^.->j.Vi':C HORRISTOWN. . 
} i*'!^M.-;VHCHATTAKOOOA 
.i;;'-V/*l,1.1. 

vK:^''^^^ - • ■ ■ ■ 

%^^^S< DALLAS • ■ : 

, • :V'.ij:.AU5TiN 

/. ■■'^it v>*aONGVlEU 

'.. ■■- ITTI.I.PPH 
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. KILLEEN 
BROWNWOOb ' 
'> &EAUHONT 
*■-. bALLAS 

. Fort wortIi 

' . HOUSTON 

■ Houston 

DALLAS 
NACOGDOCHES 
PARIS 
WACO 

PRAIRIE VIEW 

SAN ANTONIO 

WAXAHACHIE 

ALPI..Z 

DALLAS 

HOUSTON 

GALVESTON 

HOUSTON 

WICHITA FALLS 



TN 
TN 
TN 
TN 
TN 
TN 
TN 
TN 
TN 



. tx 

TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
TX 
■ TX 
TX 
TX 
TX 
TX 



0A7E: May 10. 1982 



• DEPARTMENT DF EDUCATION 
OFFICE OF STUOENT FINANCIAL ASSISTANCE 
NOTIFICATION OF NATIONAL APPEAL PANEL ACTION 
FOR FEDERAL STUDENT FINANCIAL AID PROGRAMS. 
FOR THE AWARD PERIOD 1902-1903 (UULY 1, 1S82 • iflJNE 30. 



19U3) 



FINANCIAL AID ADMINISTRATOR 

Bowdoln College 
Brunswick, ME 04011 



SERIAL * 001683 
ENTITY f 101 021 521 3A1 
TYPE / CONTROL Private Other 



.\'A7:cr,v,L DinccT stuohnt loan 

SUPPLEMENT^^L EDUCATIONAt, Of>PORTUNlTV SRAmS 
INITIAL YEAR* 

SUPPLEMENTAL CDUCATIONAL OPPORTUNITY GRANTS 
CONTINUING YEAR 

COLLEGE WORK STUDY . 



APPROVED 
APPROVED 

APPROVED — 

APPROVED 



PARTIALLY APPROVED - 
PARTIALLY APPROVED 

PARTIALLY APPROVED 

PARTIALLY APPROVED - 



DENIED 
DENIED 

— DENIED 

— DENIED 



EXPLANATION DF PARTIAL APPROVAL / DENIAL: 



Denied- Institution addressed a non-appealable item. Instead, institution should have followed 
procedures in March 1982 Appeal instructions. 
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" • EDUCATION 
OFFICE OF STUDENT MNCIAL ASSlSTiNCF 
NOTIf iCATIflN OF TENTATIV N j 

* " 

• 

• 

m i nnn ^ op INSTITUTION s'fiTAi uiiuee» 

% NUMBER ENTITY NUMBER 

jJOWOIN COLLEGE ^ 

Mf683 10102 l5ai3A1 

BRUNSWlClT^ UF Jill 

~ ''l^l^ 

ACT OF 1965, AS AMEN ED FKrl mo "IGME« EDUCATION 

PROGRAM 

TENTATIVE 

* _ ALLOCATION 

COLLEGE WRKS' FEDERAL SHARE 

, $116^937 

. level of expenditure ,2,j 

.^!I1!^!^.?1!!51.??!^I.L0AN_; FEDERAL CAPITAL CONTRIBUTION . , ,o 
SUPPLEHENTH EDUCATIONAL OPPORTUNITY GRANTS - INITIAL YEAR 

" — 

JUPPLEHENTAL JDUCATIONAU , CONTINUING YEAR |a8.758 

: - 





ili^STAl - Ml, MAINE . 

i (01) BOWOIM COLLEGE xr 

BRUNSWICK ■ ■ HE 04011 

102) 001683 

(03) tOl021S213A1 

■ (04) CHS REQUEST 

, : (OS) CONDITIONAL GUARANTEE 

: (0«) STATE PERCENTAGE; FUNDABLE 

;, (07) ADJUSTED CONDITIONAL GUARANTEE 

(08) AVERAGE UNDERGRADUATE TUITION i FEES 

.,■(09) AVERAGE UNOERQRADUATE TIME JN ATTENOENCE 

;.;(105 AVERAGE UNDERGRADUATE LIVING COST 

;(11) AVERAGE COST. PER UNDERGRAOUATE 

(13) AVERAGE GRADUATE TUITION 4 FEES 

;; (13) AVERAGE GRADUATE TIME IN ATTENOSNCE 

: (U) AVERAGE GRADUATE LIVING COST 

(15) AVERAGE COST PER GRADUATE 

(16) UNDERGRADUATES SELF HELP NEED 

■ (17) GRADUATES SELF HELP NEED 
|(18) SELF HELP NEED 

19) STATE TOTAL SELF HELP NEED 

^•(20) RELATIVE STATE NEED 



INSTITUTION' 'ORKSHEET 

CWS TENTATIV, iNDING 1982-83 pAQE NO. 





1 (21) STATE HOLD HARMLESS LEVEL 


$5,282,167.0 




j (22) INSTITUTION STATE FAIR SHARE 


$268,372 


J425,000 


1 (23) STATE SHORTFALL OF CMS FUNDS 


$133,372 


(135,000 


1 (24) STATE TOTAL OF SHORTFALLS 


$1,055,729. 


.6205000 


1 (25) RELATIVE STATE SHORTFALL'OF CWS FUMOS, 


0. 1263317 


$116,937 


1 (26) STATE TOTAL OF C« tCfSniONAL GUARANTEES 


$5,382,150 


$5,684 


1 (27) STATE TOTAL OF FUNDS AVAILAblE FOR SHORTFALLS 


. $0 


9,00 


1 (28) STATE INCREASE TO CVS ADijUSTEl) CONO GUAR 


$0 


$3,200 


1 (29) A0JUSTED CONDITIONAL GUAR AND STATE INCREASE 


$116,937 


tS,8B4 


1 (37) N:TI0N TOT funds AVAIL TO MEET C« SHORTFALLS 


■ $0 


to 


1 (39) CWS FUNDING LEVEL 


$1t6;937 



9,00 
$3,200 
$3,300 
$1,226,213.0 

$0.0 

$1,228,213.0 
«4; 173,994.7 
' 0.0508072 



ME 04011 



04/0 

(Of) mm coitEGE 

BRUNSWICK . 

(02) 001683 

(03) to 102 152 ISA I 

(04) L0£ REQUEST 

(05) FCC REQUEST 

(06) CONDITIONAL CUARANTEE * lOE 

(07) PROJECTED COLLECTIONS 

(08) REIKBURSEMENT ■ CANCELLATION TEACHINC/HlL 
m TOTAL N£« CAPITAL REOUIREO 

110) CONDITIONAL GUARANTEE - rcc 

111) STATE. PERCENT FUNDABLE OF ITEM 10 

(12) ADJUSTED CONDITIONAL GUARANTEE • FCC 

(13) DEFAULT RATE 

(U) FCC WITHHELD DUE TO HIGH DEFAULT RATE 

(15) AVERAGE UNDERGRADUATE TUITION AND FEES 

(16) AVERAGE UNDERGRADUATE TIME IN ATTENDANCE 

(17) AVERAGE- UNDERGRADUATE LIVING COST 

(18) AVERAGE COST PER UNDERGRADUATE 

(19) AVERAGE GRADUATE TUITION AND FEES 

(20) AVERAGE GRADUATE TIHE IN ATTENDANCE 

(21) AVERAGE GRADUATE LIVING COST 

(22) AVERAGE COST PER GRADUATE STUDENT 

(23) UNDERGRADUATE SELF HELP NEED 

(24) GRADUATE SELF HELP NEED ' 
(2!5i «ic HELP NEED 

ERIC 



INSTITUTIC"'V0RKSH££T 
NOSL TENTAT . FUNDING 1982-83 



PAGE N. 2 



»1,236.151 
1905,486 
S2I1.S70 
J235,B76 
t1,372 
JO 
$0 

; 98.930000 

to.o 

6.02 
JO 
J5,684 
9.00 
(3,200 
J8,834 
$0 
9,00 
J3.200 
■ J3,^M 
t1.228.2l3.0 
JO.O 

JI.22B,2I3.0 



I (26) STATE TOTAL SELF HELP NEED 


J22.995.669.6 


1 (27) RELATIVE STATE NEED - LOE 


0.0534106 


1(28) STATE HOLD HARMLESS LEVEL 


$1,662,606 


! (29) STATE TOTAL OF FUNDS AVAILABLE • LOE 


527.485 


1 (30) INSTITUTIONS STAT" FAIR SHARE • LOE 


$295,226 


1 (31) INSTITUTIONS STATE SHORTFALL ■ LOE 


$57,978 


1 (32) STATE TOTAL OF SHORTFALLS - LOE 


$1,099,184 


I (33) INSTITUTION RELATIVE STATE IIHORTFALL • LOE 


0.0539390 


I (34) STATE TOTAL OF ADJUSTED COND GUARANTEE-FCC ^ 


$1,662,631 


j (35) STATE TOTAL OF FED FUNDS AVAR FOR SHORTFALL 


$0 


1 (38) STATE, INCREASE TO ADJUSTED ;CDMO GUAR FCC 


$0 


1,137) STATE INCREASE TO CONDITIONAL GUARANTEE LOE 


" $0 


1 (38) CONDITIONAL GUARANTEE J STATE INCREASE-LOE 


$211,570 


1 (39) CONDITIONAL GUARANTEE i STATE INCREASE-FCC 


$0 


1 A'^n I'wiiuM lui UP rtu rUNua rljR SHORTFALLS 


. 10.0 


1 (50) NOSL LEVEL OF EXPENDITURES 


$211,570 


1 (51) NDSL FEDERAL CAPITAL CONTRIBUTION 

• " ' ■ 


$0 
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SEOQ TEHIAT. 



mm 1982-83 



PAGE Nl . .3 



HE 04011 



(02) 001683 

(03) 10IO2iS2l3AI 

(04) INITIAL YEAR REQUEST 

(05) CONTINUING YEAR REQUEST 

(06) SEOG CONDITIONAL GUARANTEE 

(07) STATE PERCENTAGE FUNDABLE 

(08) ADJUSTED SEOQ CONDITIONAL GUARANTEE 

(09) AVERAGE UNDERGRAD TUITION & FEES 

(10) AVERAGE UNDERGRADUATE TIME IN ATTENDANCE 

(11) AVERAGE UNDERGRADUATE LIVING COST 

(12) AVERAGE COST PER UNDERGRADUATE 

(13) 751t OF CROSS COST 

(14) GROSS mm FAMILY CONTRIBUTION 

(15) PELL AVARDS 

(16) DERIVED SSiGS 

(17) SSI0K 

(18) INSTITUTION GRANTS AND SCHOLARSHIPS (25)1) 

(19) SEOG NEED 

(20) STATE TOTAL SEOG NEED 

(21) RELATIVE STATE NEED , 

FRir 



VI08,660 
$7,^8.940 
$180,667 
73.5B240OO 
$136,552 
$5,684 
9.00 
$3,200 
$8,884 
$4,117,734 
$2,043,535 
$235,251 
$38,613 
52.144700 
$236,967 
$1,563,368.0 
$22,994,245.0 
0.0679895 



(22 
(23 
(24 
(25 
(26 
(27 

in 

(29 
(37 
(39 
(40 
(41 



STATE HOLD HARMLESS LEVEL 

INSTITUTION STATE FAIR SHARE 

INSTITUTION STATE SHORTFALL 

RELATIVE STATE SHORTFALL 

STATE TOTAL OF CONDITIONAL GUARANTEES 

STATE TOTAL OF FUNDS AVAILABLE FOR SHORTFALL 

STATE INCREASE TO CONDITIONAL 'GUARANTEE 

CONDITIONAL GUARANTEE 4 STATE INCREASE 

NAT TOT FUNDS AVAIL FOR SHORTFALL 

SEOG FUNDING LEVEL • lY , 

SEOG FUNDING LEVEL • CY 

TOTAL SEOG FUNDING LEVEL 
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$3,815,116 
$259,455 
$78,768 
: 0.0935125 
$3,816,097 
. $0 

$136,l!52 
$0.0 
$47,793 
$88,758 

$136,551 
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Mr. Greason. May I just ask a question? 
Mr. Blakey. Yes. 

Mr. Greason. Bowdoin, I don't believe, is on that list because we 
don't have a high default rate. 
Mr. Blakey. That is right. 

Mr. Greason. On the other hand, we are not getting the FCC 
money. 

Mr. Blakey. We are requesting from the department, in addition 
to this list, which only includes those people, as you indicate, who 
are being denied one because their default rate exceeds 25 percent, 
or whatever due diligence means under their terminology now. 

We will have to get another list to see whether or not there are 
institutions other than Bowdoin College who are in the situation 
that you are in. 

Mr. Stanley. Sir, I would be interested to find an understanding 
of why they would title this paper ''A List of Institutions Who Did 
Not Follow Due Diligence," when, in fact, they took due diligence 
out of the regulations. 

Mr. Blakky. I was, as you are, struck by the reference and we 
will pursue that with the department as well. 

If there are no further questions, and I guess I have the authori- 
ty to^cio it, we will recess this hearing. 

[Whereupon, at 12:40 p.m., the committee was adjourned.] 

[Additional information for the record follows:] 
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Governors State UniversityParkFores,southjmnois60466 3i2/534.! 



Testimony of Ur- Leo Goodman-IIalamuth, President^ liovER- 
NORS State University, Park Forest, Illinois- Submitted to 
THE HousL Subcommittee on Post-Secondary Education August 18, 



Mr- Chairman, and Members of the Committee: 

I AM writing to express THE CONCERNS OF MY UNIVERSITY AND 
ITS STUDENTS IN REGARDS TO THE PROPOSED NATIONAL UlRECT STUDENT 

Loan Regulations- 

i believe the central issue facing the subcommittee is, 
''Can the current and proposed NDSL regulations be applied 
fairly and equitably to all higher education institutions so- 
that student op portun i t i es ! to enroll in higher education are 
not limited on the bas i s of i nst i vut i on al accessibility or 
COST-' From the perspective of my institution, the NUSL can- 
not BE APPLIED EQUITABLY NOR IS IT A COST-EFFECTIVE PROGRAM 
FOR THE GOVERNMENT OR STUDENTS- 

GovERNORS State University, an upper-division university, 

IS LOCATED 35 MILES SOUTH OF DOWNTOWN CHICAGO ENROLLING 5,UUU 

STUDENTS- The University shares many common characteristics 

OF INSTITUTIONS WITH HIGH NUSL DEFAULT RATES- UUR STUDENTS 
are OLDER; AVERAGE AGE IS 37- A QUARTER TO A TH'.RD OF OUR 



The President's Office 
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NATIONAL DIKtCT STUUhNT LOAN REGULATIONS 
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An Affirmative Action University 




120 



116 



STUDENTS ARE MINORITIES* NEARLY ALL OF OUR STUDENTS COMMUTE TO 
THE CAMPUS FROM COMMUNITIES IN THE METROPOLITAN AREA* ThESE 
CHARACTERISTICS ARE THAiED BY OTHER CHICAGO AREA INSTITUTIONS 
THAT ARE INELIGIBLE FOR NUSL FUNDING IN 1982-83« In FACT THE 
COST or HIGHER EDUCATION ATTENDANCE WILL I NCRE ASE S I GN I F I CANTLY 

for financially needy students by virtue of excluding the chicago 
City Colleges and the only two state universities south of down- 
town Chicago^ Chicago State University and Governors State 
University, from the NDSL program* Minority students will be 
particularly affected by the cutoff of ndsl loans to thcse insti- 
TUTIONS* It is likely that the effect of curtailing the number 

OF institutions eligible to award NUSL LOANS WILL EITHER DISEN- 
FRANCHISE QUALIFIED STUDENTS IN THE CHICAGO AREA WHO MUST COMMUTE 
TO A HIGHER EDUCATION INSTITUTION OR RELOCATE OUTSIDE OF THEIR 
REGION TO ATTEND AN INSTITUTION THAT CAN AWARD NUSL LOANS* ThE 
LATTER. HOWEVER REASONABLE, SEEMS LIKE AN UNNECESSARILY EXPENSIVE 
MEANS TO FACILITATE HIGHER EDUCATION ATTENDANCE' ^ 

Since the inception of Governors State University in 1972^ 
NEARLY L500 GSU students have borrowed over $3.UU0^UUU from 

THE NUSL PROGRAM* FoR THE FIRST TIME IN THE UNIVERSITY'S SHORT 
HISTORY IT FACES A CUTOFF OF FEDERAL CAPITAL CONTRIBUTIONS TO 



THE NUSL PROGRAM; OUR DEFAULT RATE CALCULATION FOR 1980-1981 

IS 29 PERCENT* Indeed, we are concerned about the effect the 

CUTOFF WILL HAVE ON OUR CURRENT STUDENTS* FURTHERMORE, WE ARE 

concerned about the effect a cutoff in Federal Capital Contribu- 
tions WILL HAVE ON THE UNIVERSITY'S ABILITY TO SERVE THE LCONC. . 
CALLY DEPRIVED SOUTHERN HALF OF THE CHICAGO METROPOLITAN AREA, 
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WHICH IS TROUBLED BY RISING UNEMPLOYMENT AND POVERTY- It IS A 
GOAL OF MY ADMINISTRATION THAT 6SU REMAIN ELIGIBLE FOR NUSL 
FUNDING/ INCLUDING INCREASING THE FUNDS AVAIurtBLE FROM LOAN 
COLLECTIONS- HoWEVER/ WITHOUT SOME ADDITIONAL CONSIDERATION . 
TO THE REASONS FOR HIGH DEFAULT RATES REFLECTED IN NUSL FUNDING 
POLICIES/ I AN AFRAID GOVERNORS StATE Un I VERS I TY W I LL BE UNABLE 
TO EVER REENTER THE PROGRAM- THEREFORE/ LET ME PROPOSE SOME 
POLICIES FOR YOUR CONSIDERATION THAT COULD IMPROVE THE EQUITY 
OF THE EXISTING GUIDELINES AND REDUCE THE HIGH DEFAULT RATE IN 
THE NUSL PROGRAM- 

FlRST/ THERE OUGHT TO BE AN APPEALS PROCESS FOR INSTITU- 
TIONS SERVING A HIGH PERCENTAGE OF URBAN COMMUTER AND MINORITY 

STUDENTS- These variables not 'only correlate highly with high 

DEFAULT RATES BUT ALSO WITH HIGH NEED- ThiS APPEALS ROUTE. 
SHOULD BE BASED UPON AN INSTITUTION SUCCESSFULLY DEMONSTRATING 
IMPLEMENTATION OF A STRONG COLLECTIONS EFFORT AS MEASURED 
AGAINST DUE DILIGENCE GUIDELINES- | 

SECOND/ THE CONCEPT OF DUE DIL I GENCE NEEDS, TO BE BROADENED 
BECAUSE IT doesn't GO FAR ENOUGH IN I NSUR I NG THE ; SUCCESS OF 
THE NDSL PROGRAM- THERE IS NOT A LENDING INSTITUTION IN MY 
REGION THAT WOULD LOAN THOUSANDS OF DOLLARS WITHOUT A CREDIT 

■ 4 

CHECK- While I am sensitive to the plight of dependent students 

IN THIS REGARD/ THE AVERA^GE AGE OF STUDENTS AT GSU IS 57 AND 
OUR STUDENTS BY AND LARGE HAVE AN ESTABL I SHED CRED I T RECORD 
WHICH SHOULD BE REVIEWED IF THE GOVERNMENT'S CONCERN IS THE 
COLLECTION OF BORROWED FUNDS- 
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The concept of due diligence in federal lending programs 

SHOULD RECOGNIZE THAT A GOOD COLLECTIONS PROGRAM STARTS BEFORE 
YOU MAKE THE LOAN- AT GSU WE HAVE GONE BEYOND THE DUE DILI- 
GENCE GUIDELINES BY HOLDING FACE TO FACE PRE'LOAN CONFERENCES 
ANNUALLY WITH ALL BORROWERS- AnD PRIOR TO RECEIVING FUNDS^ WE 
REQUIRE ALL LOAN RECIPIENTS TO SIGN THE "rIGHT AND RESPONSIBIL- 
ities* statement that the guidelines require only at the exit 
interview- 
Once A LOAN MOVES TO REPAYMENT STATUS THE DUE DILIGENCE 

guidelines require that specipic collection procedures be 
followed: 

1) that 15 day reminder notices be sent mj>i boi and 75 

DAYS AFTER A LOAN IS I rj REPAYMENT STATUS; AND 

2) THAT THE OTHER PROCEDURES MAY BE SHORTCUT WHENEVER 
IT BECOMES APPARENT THAT THE BORROWER IS NOT GOING 
TO REPAY THE LOAN- 

HoWEVERi ONCE APPARENT THAT THE LOAN IS NOT GOING TO BE RE" 

PAIDi THE REGULATIONS REQUIRE WE HANG ONTO THE WORTHLESS PAPER 

UNTIL THE LOAN BECOMES TWO YEARS PAST DUE- We CAN AND HAVE 

TAKEN LEGAL ACTION AGAINST STUDENTS IN DEFAULT WHICH CAN BRING 

SOME RELIEF DURING THIS PERIOD- BUT IN ORDER FOR TH I S COLLECT ION 
I 

EFFORT TO BE EFFECTIVE EITHER THE INSTITUTION SHOULD BE ABLE TO 
SHARE LOAN INFORMATION W?TH CREDIT BUREAUS OR THE INSTITUTION 
SHOULD ASSIGN THE LOAN TO THE FEDERAL GOVERNMENT AS SOON AS DE- 
FAULT IS APPARENT- Otherwise years may pass^ debts may accumulate 

AND collection IN FULL OF MONEY DUE BECOMES MORE UNLIKELY. 
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The problem of not promptly assigning bad debts to the 
federal government is most apparent as it applies to loan 

DEFAULTS BY CITIZENS OF A FOREIGN COUNTRY. In THIS REGARD. 
COLLECTING ON LOANS TO "PERMANENT RESIDENTS". boVERNORS StATE 

University has sought the assistance of the Uepartment of 
Education, the U-S- Congress, and the bENERAL Accounting Uffice. 
Currently, in our default rate calculations are 58 loans 

IN REPAYMENT STATUS TO PERMANENT RESIDENTS OR RESIDENT ALIENS- 

Of those 58. 55 are delinquent. These loans total $2MM.519 of 

WHICH $234,048 AT THIS POINT APPEAR UNCOLLECTABLE • It IS NOT 
THAT WE HAVE NOT TAKEN STEPS TO COLLECT FROM THESE STUDENTS; 

WE HAVE. With 95 percent of NUSL loans to permanent residents 
IN repayment status being delinquent, we can illafford to be 

LACKADAISICAL IN COLLECTING ON THESE LOANS IF WE AIM TO REDUCE 
OUR DEFAULT RATE. HoWEVER. MANY PERMANENT RESIDENTS RETURN TO 
THEIR FOREIGN COUNTRIES AFTER COMPLETING THEIR DEGREES OR THEY 
ARE NOT PERMITTED TO WITHDRAW U-S. CURRENCY FROM THEIR HOMELAND 
IF THEY ARE NO LONGER A FULL'TIME STUDENTS-. QuiTE FRANKLY, 

Governors State University and other universities need some 

RELIEF IN THE FORM OF BEING ABLE TO ASSIGN DELINQUENT LOANS TO 
PERMANENT RESIDENTS TO THE FEDERAL GOVERNMENT AS SOON AS THEY 
ARE DELINQUENT. NOT TWO YEARS LATER- 

PERMIT me to illustrate the PROBLEM. A NIGERIAN STUDENT 
WHO WAS A PERMANENT RESIDENT. RECEIVED $9. b70 IN NUSL FUNDS 
WHILE ENROLLED AT GOVERNORS StATE UNIVERSITY- WE FOLLOWED DUE 
DILIGENCE PROCEDURES IN NOTIFYING THE STUDENT THAT HE MUST 
BEGIN REPAYMENT AS HE WAS NO LONGER ENROLLED IN SCHOOL- ThE 
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STUDENT FORWARDED THE CORRES PONDENCt: TO THE CONSULATE liCNEKAL 

OF Nigeria SEEKING the Consulate's endorsement of foreign 

EXCHANGE TO PAY OFF THE LOAN- ThE CONSULATE liENERAL RESPONDED 
THAT FOREIGN EXCHANGE APPROVAL WOULD BE GRANTED ONLY IF THE 
STUDENT WAS A CURRENTLY ENROLLED FULLTIME STUDENT- WELLy IF 
HE WAS A FULL-TIME STUDENTy HE WOULD NOT HAVE BEEN IN REPAYMENT 

STATUS- Another permanent resident enrolled at bovcRNORS 
State University received a $1,48Z NUSL loan and returned to 

NiGERjA WITHIN THE SIX-MONTH GRACE PERIOD- ThE LOAN IS NOW 
DELIQUENTy AND WE HAVE LITTLE HOPE OF OBTAINING REPAYMENT- WE 
HAVE CONTACTED SENATOR PERCY's OFFICE AND OBTAINED A RESPONSE 
TO THESE COLLECTION PROBLEMS FROM THE U-S- UEPARTMENT OF 

Education's Office of Student ^'inancial Assistance- The Uffice 

RECOGNIZES THE "OBSTACLES IN TRYING TO COLLECT FROM NON-CITIZEN 

borrowers" and suggested "that after following the due diligence 

PROCEDURES THAT ARE IN THE NUSL REGUL ATI ONSy INSTITUTIONS MAY 
WANT TO ASSIGN LOANS TO THE U-S- GOVERNMENT FOR COLLECTION-" 

But this means we must hold these defaulted loans for two years; 

AND^ FRANKLYy WE ARE NOT EQUIPPED TO OBTAIN REPAYMENT- 1n,THE 
MEANTIME THESE DELINQUENT LOANS REMAIN IN OUR DEFAULT RATE CAL- 
CULATION WHICH HURTS NOT ONLY THE INSTITUTION BUT THE STUDENTS 
IN OUR REGION WHO NEED FINANCIAL ASSISTANCE TO ATTEND OUR 

University- 

In summary let me reiterate my support for the NUSL program- 
It IS AN EXTREMELY NECESSARY PROGRAMy AND 1 HOPE liOVERNORS 

State University and its students will be entitled to continue 
in the program- howevery without some necessary changes in 
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PROGRAM REGULATIONS, WE WILL BE PROHIBITED FROM RECEIVING 

Federal Capital Contributions by application of the proposed - 

ACROSS THE :'OARD DEFAULT RATE MINIMUM CRITERIA- SPECIFICALLY, 

THIS Committee and the Department of tDucATioN should consider: 

1) THE EFFECT THAT THE- ACROSS THE BOARD DEFAULT RATE 
WILL HAVE ON URBAN UNIVERSITIES AND THE MINORITY 
OR COMMUTER POPULATIONS THEY SERVE; 

2) CREATING APPEALS PROCESS FOR INSTITUTIONS SERVING A 
HIGH PERCENTAGE OF MINORITY AND COMMUTER STUDENTS 
THAT IS BASED UPON SUCCESSFUL IMPLEMENTATION OF A 
STRONG COLLECTIONS EFFORT AS MEASURED AGAINST DUE 
DILIGENCE guidelines;. 

3) EXPANDING THE CONCEPT 6F DUE DILIGENCE TO INCLUDE 
PRE-AWARD GUIDELINES TO BE FOLLOWED THAT WILL IN- 
CREASE THE LIKELIHOOD OF LOAN REPAYMENT; 

4) ENACTING NEW REGULATIONS THAT EITHER ALLOW AN INSTI- 
TUTION TO SHARE INFORMATION WITH CREDIT BUREAUS OR 
ASSIGN LOANS TO THE FEDERAL GOVERNMENT ONCE IT IS 
APPARENT THE LOAN IS IN DEFAULT- 

5) ENACTING NEW REGULATIONS THAT A) RESTRICT NUSL LOANS 

TO PERMENANT RESIDENTS. B) ALLOW THE UNIVERSITY TO 
I 

ASSIGN PERMANENT RESIDENT LOAN REPAYMENTS TO THE 
FEDERAL GOVERNMENT IMMEDIATELY AFTER THEY BECOME 
DELINQUENT. NOT TWO YEARS AFTER THE FACT; AND C) IN 
THE MEANTIME. ALLOW INSTITUTIONS TO EXCLUDE DELINQUENT 
PERMANENT RESIDENT LOANS FROM THEIR DEFAULT RATE 
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CALCULATIONS SIMILAR TO THE MANNER IN WHICH ASSIGNED 

loans are excluded from the calculation* 
6) Finally, until thesc inequities are addressed in the 

NUSL REGULATIONS, I SUGGEST THE COMMITTEE SHOULD REC 
OMMEND POSTPONING THE PROPOSED NUSL REGULATIONS^ 
I URGENTLY REQUEST YOUR CAREFUL CONSIDERATION OF THE IS 

SUES 1 HAVE RAISED. ThaNK YOU FOR YOUR TIME, PATIENCE, AND 

GOOD WILL- 



Resj»ectfully Submitted 
Leo Goodman-Halamuth 
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tilasSfnalon, D.C, 20515 
August 18, 1982 



The Honorable Paul Simon 
Cbalrtnan 

Subcommittee on Postsccondary Education 
House Committee on Education and Lnlior 
320 Cannon House Office GuUdXng 
Washington, D.C. 20515 

Dear Paul: 

I would very much .ippprcciate It If you would m.ike the attached 
r^narks of Chancellor Kicks, Tennessee State University In Nashville, 
a pi»rt of the official record. While I believe that studc-nt dcfniilt 
rates miiat be reduced, I feel rhat the ti.'.*chanisni <ievised by the Dr-,)artniont 
of Education in the final rules published earlier this month are countur- 
producclve, Tliey penalize currftnt and future students for the loan 
flcfault of past recipients. Tlie ndos do not take Into accounc an 
insf iLittJon ' s progrt>ss Jn cutting drr.-jiilt rfltes -ind provide no iii. lnt^ve 
Tor continued collection pfforts. 

Further, once you have had an opportunity to review the attached 
leccer, I believe a unique cnne can be made on behalf of Tennessee State 
University. Tlielr opumting report was submitted In December, 1981 and 
the L'*llt check and coitoctions report was fi]c>d with DOEd in March of 
this >oar. Secretary Bell notified TSU of thnlr grant award of §500,000 
in National Defense Student Loans by Ipttur in April, Then, just three 
weeks prior to the bij^innlng of this academic year, the Unlvi»rsity finds 
tV.at r:be grant .-iward will imL be hcnored. So doubt this will create a 
scvore li.udship for the Int^tituL^on ns well as for the Gtudi-nts who had 
bpo.n notified of grant awarils, 

I appreciate your conjildcration and any assistance which m.-iy be 
provided in this patter. 



Sfwcorply, 



Bill Coner 

Hor.bar of r(.i»^t;f'^s 



'.B:vh 
At t. 
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rhu State University 

and Community College System of Tcnnef:*:ce 



• August 16, 1982 



Honorable Paul Simon, Chairman 
Subcommittee on Post-Secondary Education 
House Education and Labor Co.Tjnittee 
227 Cannon House Office Building 

wasninEton,u.c2oDl& , 
Dear Chairrnan Simon; 

Congressmnn Boner has brought to my attention your plans 
for scheduling a special hearing on Wednesday, Augisst 18 
concerning the withdrawal of National Defense Student Loans 
for 19S2-S3 from collfges having default rates of 25? or more. 

I -.vould like to bring to your attention a vcrry r^erious 
situation at Tennessee State University located in N'r\shvi1Te. 
Tennessee State, one of the historically Black Colleges and 
Universities, Is a state supported institution under the 
jurisdiction of the State Board of Regents. Dr. Fred Hunphrios, 
PresiUoiit of Ti?nnf,'Esee State, wus notified in Ihe ^^p^i^g of 
10S2 by Secretary Bell that TennossLte Stato M'Ould receive 
$500,000 in N^ational Defense Student Leans and had been 
operating on that premise notifying eligible stucients of 
grant r-."av<'s, L'ovever, only three veeks before the opening 
of f-^o'Mvol for tho 1932 -83 acado:nic y-?ar, v;e loarned thiouch 
the media that the r;r.'int av.ard to TSU would not bo honored 
with no nrior warning from the U. S. Dopurtnont of Education. 
In fact Tcnncjssee State's operating report was submitted to 
the Department on Dccf/i.^ber IS, 19S1, :".nd its Kdit Check ana 
Corvi?uticns Hoporc -..-•.s :;utMitted on '.Jarch 15, 19S2, The 
notificatir.n of grant av^ard l«jttor fix-ta S.^cretary Hell was 
received on April 12, 39S2. 

You can imagine the eonf us j on surrounding such a decision 
particularly '.vith the economy boing as it is today, I want to 
pssure you that I share the concern of Congress over high 
<l..'fault rat'OS a:Jd wo have been pursuing colloctions In our 
atate :;ystoiivit i'^a 11 y . I do, however, feel that T'.Mine!;soe 
State has been trcacod unfairly in this matter having been 
given an award letter in April, properly processing appli- 
cations for the 1082-83 academic year, only to have the 
entire structure collapse three weeks prior to the opening 
of school. Any relief that you and your coinniittee can give 
us would certainly be appreciated. 



nSN/pm 




cc Congressman Boner*^ 
Dr, Howell Todd 
Dr, Fred Ujjmphrles 
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September 2, 1982 



Honorable Paul M. Simon 
Chairman 

Subcommittee on Postsocondary 

Education 
320 Cannon }|0B 

U.S. House of Representatives 

Ur.shington. .DC 20515 • 
Dear Mr. Cbairman: 

As president of the Aaaoclation of Independent Colleges and 
Schools (ATCS) , I respectfully submit for AICS written tesui- : 
nony to be inclxided in the hearing record of August 18, 1982, 
roiiniiling. the p3 oposed final regul .Thiors in the -NDSL program. 

If .1 can assist you in this or any other matter, plepse contact 
ne at your convenience. 



S; f..>'-.on B. Friedhnim, CAE 



rr,",--.ff]nnt 
Knci osuve 
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STATEMENT 
BY 

STEPHRN B. FRIEDHEXM. CAE. PRESIDENT 

ASSOCIATION OF i:;dependent colleges and schools (AICS) 

Mr. Chair^.an and Members of the. Subcommittee: 

My name is Stephen B. Friedheim, President of the 
Association of Independent Colleges and Schools (AICS). On 
behalf of the 550 member institutions of AICS, a national 
organization, I wish to express our appreciation for the 
opportunity to submit written testimony to your Subcommittee 
on the proposed final rules submitted by the Department of 
Education for review by Congress on the National Direct 
Student Loan program . 

^ The Association is deeply concerned with the 

impact of the proposed final rules on not only theic member 
od^.icational institutions, but for the iruture of l.he NDSL 
pro9ram. Cofore proceeding to the specifics of our concerns, 
I v;ouId like to describe for background purposes the area 
of pf^r,V c.r-oondary ivd'icat ion in which AICS 3nd its Kio,abrjr 
inst itut 5ons .^re 5nvolvi?d. 

.-ICS 

The Ai7i3or:lation of Imicspondent Collages and Schools 
(ADCS) ^.'as ro').j>:,?d in 1912. Its present :.-iGinbership includes 
v^oj^o 550 i n ' X t i r u t ion r5 , i? n ro 1 ling a ppr o x i mo Le 1 y 0 0 , 0 0 0 . All 
the insi. • tutions are postseoond iry , with approximately 25 
percer.'t of the institutions being dogiree-granting. The 
pr: jrams of rrducation offer:r?d in thcjGe institutions are . 
Tji;..-c?oiriin -.ntly career-oriented, with such are.^s. Cor . xa/nple, 
:3 : -.v? c I. o a i' i a 1 science, bu s i n e s s /-.elm i n i s t r a J; ion, a ccc- -.i n t i n g , 

i . • . . . . 
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and data processing. All AICS institutions are non-public 
institutions. Predominantly the institutions, by form. or 
governance, are proprietary, although a significant number 
are organized as tax-exempt institutions. In common with 
all non-public institutions, they are either entirely or 
priioarily tuition dependent for operating revenues. 

Because there is no ^'typical" AICS institution, as 
there is no "average" business school, it is perhaps a 
little more difficult to premise my remarks in the institu- 
tional framework. In contrast with the more conventional 
associations nocinally associated with the umbrella of the 
American Council on Education (ACE), such as the Ir^nd-grant 
collegns ( WASULGC ) , the junior colleges (AACJC) , the great 
rosea ! i?h im i vors i t i es (AAU), the state colleges ( AASCU ) , or 
the Nioi:e conventionally organized independent colliVges, 
largely four -year institutions (NAICU) , there is a trejnendous 
diver ). Ly i- > iig A J. CS i n s i, i t u t .1 or, s . 0 f L e ii *wo 1 1 kn ov.' n , for 
oxa.iiple, is i he vriMierino Gil.:)bs School \.'hich has l^cen known 
Cor l h e qu 3 1 i t y of its R;-? o r- o t a t i al 9 v o«l i.-. t o s . Wi th t.h e 
•poj.:'.i3sion of i he Co--^>nil-toe, :\nd for the oo.itploLonf^.os of the 
cncord, I would like to file a copy of the cum.-.ifnt directory 
of institutions publi<;hod by the Aoci: editing Coir.mission of 
."--Jrs. It inight be holpful to the ruOi;ibers of the Co;r.inittee 
1.0 h;ive .Available the n«mes of >7k?:nber AICS institutions in 
of {he re:.-pv-?rtive states or districts. 
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OVKR VIEW OF CO NCERNS 

I would like to state at the outset that the 
Axes members do not support high default rates in the 
NDSL program and that they encourage affirmative steps to 
decrease the default rates and increase col lect ions in that 
program. Wg fully support the original intent of the NDSL 
leg isli=jt ion , wherein collection of NDSLs would provide a 
revolv ing fund for future loans to other noi?dy students . At 
the za^e time, we cannot support any legislative or regula- 
1 >f.y rictions which tend to indermine tlir original intert of 
the K'DSL prO'jram or whi-ch oo not «;or. is- ly onooui" 3 
t-.he oollocMon of NDSLs. It is our ^^osition that the 
propoF^ed final reyul.'Jt ions JaubmitLed by the Departmont of 
n.lDcvt'r i on C'-.D) ho Connf'-.'ns for t.heir 4 5 -day review ric{- -^lly 
crerji-.e i 5 i iu:ont ivos for participating institutions Lq 
inc). ou^^e Llieir eolloction activities. 

Onr <: :/ot:of;.TS with t.iio 0]_:;o:-.:'d Cinal rul«-S are 
I >o t h pi: o»: «"»■; 11 r '1 1 ond :> 0 ' ? ' ■ v o {■. i. v e . T. f iro ^^ -j ' ^ i r, ^^ i o n .1 1 u c t i o n is 
not t.iken to holt Mie ri.Mil i /..ii ion of th-'Tie pi.ri^..o;>«:.d f^'n-il 
L egulah ions or, at a mini:;\nm, ^^cfer t:hi--m for one year for 
furl.hor study, I am concerned that the T-JOSL program vnll no 
yr.'vioc !io a pro«jram for ncrrdy stu-'lents . Tnrst;?.'"^d, \''.J5ti tntions 
v;i 1.1 .-.ct ; ■..-) re like tr-^d it ional f i.np.nci^il i nst i tnt ions r.nd 
try t o nilni/nixe their risks, ihvs d'^nying J.he. bonof i 'is of \ he 
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loan program to those students for whom the benefits 
were first intended. 

Those policymakers responsible for legislating and 
administering the loan programs for needy students must 
always remember that, while increased collections and lower 
defaults should always be an objective of the program, they 
should never expect that the default rates will equal those 
rates in the traditional, commercial loan markets or even in the 
Guaranteed Student Loan program. The Congress must, therefore, ' 
ba^ ance the well— intended need to reduce loan defaults with 
the concciTMTii tant objective of providing low-interest loans to 
f 1 ncjncially-nGody students through the NDSL program. I 
believe ch^tt to eliminate the Feneral capital contrihution 
(KCC) to many institutions which serve low-income students, 
tips Ihe balance in l-he vvong direction iKid unduly di:5criini- 
jiates iigainst those students the NDSL program is to serve. 

''"'^ '-Jl'-Vf^Ht t-cjulations, that is, those which are 
lorjally final n^nd have been in effect during fiscal year 
1981, uiroperly oroserve l.he requisite balance. They provide 
nn 1 Jicui'itivo to cxiiroi ise. due d i 1 ig.^nce in .loan collections 
and to decrease an insti tut ion ' s def nu It rate . nos t impor- 
tantly, they do not cut off the FCC to institutions which 
)iave been successful in reducing tlieir default r;3tes. I 
urge i:he continuation of these balanced and ■ of f ective 
L'Citju l.^tions. 



134 



130 



P. URAJL JP ROB L E MS 
While it is arguable that the publication of 
the proposed regulations in January 1982 would give adequate 
time for public comment, submission of final regulations, 
and 45 days for Congress to review the final regulations^ 
the forwarding of the proposed final regulations in July 
1982 makes a folly of the comment period and subverts the 
Congressional review process. At the risk of telling you 
something you already know, the Department of Education has 
transmitted proposed final regulations to you after the 
start of the fiscal year in which the regulations are to be 
effective. Prior to reviewing the pcoposed final rogulat ions , 
one coii.ld a.'ssu.vie that the roa.son for the delay bc?twoen the 
original publication of the proposed rules and the submission 
of the final rulos to Co nor ess for ::Q\;iow wCts I hra t Vhore 
\vOi)l d he iiobstant i al changes be two en the propcsod and final 
rules. The fact that there is very little difference 
boi...«:«'n y'f\Q i,\.'0 tii.los 'n."*:e«3 ouc '^'onrir^r v/hy it took :;o long 
for 5 ]»G)n to be final i/:;od. 

'DiQ A 3 1 1 1 o n of T ifl i" J r . ;:i n t Co .1 T eg es and Schools 
cont.:-n<ls. that not only is it conf>:.-5:ng to pKocess the 
appeals under the proposed regulations, as it was flone 
during the spring of this year, hut it is a^so illegal. The 
integrity of the rulc»r.aking proccsis itn.i.st be naintained at 
all «• ■ o s t . To I! n e r in i n e the p r o c o s is to a 1 !3 o * and c r ;ti i n e t } i e 
pf. i.)g t;,;m uj..>on - hit^h the i;>.'j«3X f*t ion.s are b.irjed. 
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The timing of the proposed final regulations 
is particularly onerous because it comes so close to the 
beginning of the new «chool year. Most institutions who are 
on the semester or quarter system will have already begun 
their classes prior to the al location of the NDSL KCC. This 
creates student aid packaging problems for the very students 
who, are in greatest need of financial .support. 

In a broader sense, the timing is also burdensome 
because it cojf^es at a time when unemployment is at its 
post-Depression peak. During times of high unemployment, 
Jnany individual Is '.;ho would otherwioe be Omploycd decide 'to 
go back to f^i;hool in order to obtain new skills to ineet the 
orTT.anns of the marketplace. Therefore, the elimination of 

lie i-'CC t o i7 n ny ins 1. 1 i. o t i on s who p»:ov i rl g th i s f^k i 1 1 s 
i'/niriMig will prrjclude :»o^iie !io^>dy stiidi^^nts from r;vc.-iiving 
the ncoGGsary training to reenter the v/ork force. 

' SUHSiViNTIVE JPR^ 

T^lrhough Vhe pj Ot:«:dural prol^lo;ns of i-.hor;e i^ropo.sed 
f inal rogu 1 ions ace inony, the ro-jiil ations liave great 
substv^ntive problems also. Those propor^ed final, rules 
i'jnore improved collections and the lov;ering of d»?foult 
T'u^OJj tlujjing the p.^.st year at many institutions. The 
" r 5, n a 1 " r u ] a t i on s .i c t u a 1 ly po n a 1 i many i n s I; 3 1 u t i on s v.ho 
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have evidenced a tremendous impfovoinent in their record of 
collection. To set an arbitrary level of 20 percent as the 
cut-off between receiving some FCC and no FCC completely 
iysiores those institutions which have reduced their default 
rate significantly. It is theoretically possible that an 
institution whose default rate has increased from 10% to 24% 
will still rc^ceive an FCC, while an institution whose default 
rate went from 60% to 26% during the previous year will 
receive no FCC. 

To encourage instituions to submit their defaulted 
loans to the Dopartrnent of Education for collection does not 
-solve the pcoblom, it only shifts the problcns to e-nother 
]oc'3l.e. l\any institutions who now have a default rate at 
25% or below in actuality have a much higher default rate 
be- c'- 150 ^:^e books vcre cleaned when they trc.nsfecced their 
uncollc-cted lo.ms to KD. lio matter how successful the 
Caliv-no .. rprroc^oh to locin colJoctlon iias.bcen, we should not 
io;5e sl'jht of !-.he fact I hat L'ne ori'jinal KOSL legislation ? 
on CO i? r\ q .?d a r o v o 1 v i ng fond at the i n :3 1: 5 V ii t i o n wh i ch wou 1 d 
be 1 ■ ; od by the i n s t i t n 1: ■» o n Cor c v 1 *^ i ng 1. o n s to 1 ow~ i n come 
stut'ents . 

The proposed f inal regu lat ions also ignore the' 
foct that there are different types of ir.st i tutiona which 
.^erve diCCoront clientele. For oxa.ople, :riany of the Lradi- 
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tionally black institutions and many of the institutions 
which are me.nbers of the AlCS have traditionally served 
large populations of needy students . To remove needed 
capital from these institutions at a time when unemployment 
is high and job skills training is one of our national 
problems, only exacerbates the unemployment problem. Some 
consideration should be given to those institutions which 
serve the financially needy student. 

IMPACT ON STUDENTS AND INSTITUTIONS 

In gc3neral, low-income students are Inss likely 
<o f.opay thpjr r.tu'ient loans than thb5;e from middlo-and 
upper- incpme fcinilir?s. Therefore, those institutions which 
hr.ve Inrgor nnmbe/.s of lov;~iricome st-jclcnts also, tond to have 
lii'j'iOC Jo f cMjlt ircitos. The tesult of these proposed final 
L ?'2'-'^'3t ions v;ould be, in cutting off additional FCC to the 

> :.ni: to .':'hift IvDSL r^ppr«3pr iat Ions ft cm (Jiose 

i.risi; i V ntions \<ith Jarge nuir.-j^-cs of 3 cw -income students to 
1 : . h i [: n t i OP. s ■ .'h i ch t r ad i t :• on •'illy h a v e 1 ^ ro e r nut^bars o f 
j.u o I n o . ' ; >ii I : c ' i n com e st r- n t- s . I n bin it that 1; h i s is 
inconsi si-.cat with the purposes of the r?DSL program, l-'-any of 
thcr^G institutions already lack an rtdciquate resource base 
f roifi wh i ch I' o o]ji. t: a v. e o nd to pr o v i d e education to ?^ ed y 
si i: -J ci e ji t s at a low c ("^ s t . 
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The associa t ion is extremely concerned that 
the methods; used in the proposed final regulations will have 
unintended repercussions in the Guaranteed Student Loan 
program throughout the United States. For example, we have 
evidence that some lenders are unwilling to make GSLs to 
students attending institutions with high default rates in 
the NDSL program. It has also come to our attention that at 
least one state is considering the establishment of a ten 
percent default cut-off rate for allowing Guaranteed Student 
Loans to be ir.ade to students who attend that institution. 
It is a;nazing to me how an institution, which has no primary 
responsibility for »r..^k3ng or collecting Guaranteed Student 
Loans, could be held <-jccountable for n^pay.Tient of those 
Guaran't-.cod Student Loans and thereby jeopardize the future 
uoi:i;ibi1 i ty of other students at that institution rc'ceiving 
GSr.s. 

coNci.i^:.T toN KKCO^;:■^:;^?:D/•'T'cqN 

The Arjsociat; ion of I}idc:pc-nciont Conegc?s .ind Schoo]s 
].'.s both procociural r^nd jsubrU .ini: ive problems with the 
p.r.oyoii.-id final regulations that are now under consideration 
by \]-iSr, Snbcoifiir.it tee. We firinly believe that those regiila- 
l ir;ns cfrato a t1 i sinoc-nt ive for many institutions i.o cent ratio 
\o .''dtjco thoir d..^fault rates and to ino.'oase loan colU'Ct.ion 
of ont:3t r.i:oing N-IiSL. ':'!ie cucront rogulatlons have had it 
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fair and do.nonstr able effect on reducing the default at most 
institutions throughout the country during the past year. We 
submit that these regulations ought to be continued for the 
:.chool year 1982-83 and that, in so doing, the final regula- 
tions proposed by ED be vetoed by the Congress. 

Ke also believe that, if the current regulations 
are not continued, any new regulations ought to recognize 
those institutions which have had a substantial decrease 
in. the default rate in prior periods. Any new regulations 
also ought to recogni-^e the number of low-income students 
attending each institution and the divergent purposes of the 
■.-•iny institutions throu.jhout the country. 

The Association is willing and ^.ager to work with 
•:ub..-o.::nnhtoe end with the Secretary of Muc^tion in 
:.7V-loping new regulations which will include the above 
To -f i..;,:.'5. V.-G iie concerned that the DGparUrient of Education 
-■:y lio "jousLI,-,g at wirnl-ni 1 Is , " ..nd that, in ,io doing/ the 
jc. .r ing st ick :..3y strike- at the h.jart of the very jndivic5uals 
.!ie -J.si. r— •..v-^s ini.cr,.-:Pd to .ir.r-ist — the student. 

Kospectfully submitted, 
f 

J5(-r;ph5n B. Fric-dhoim, Proaloont 
Association of Indepr. ndont Co.ll;:;-.-. 

and Scliools 
Suite 600 

1/30 H Street, iC.W. 
Kafih-: nijl on, D.C. ;;0036 
(202) 659-2460 
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MAIN CAMPUS DOWNTOWN CAMPUS 

% vC^ Plus Park's! Pavilion Blvd.- Nashville, TN 37217 131 8th Ave. North -Nashville, TN 37203 
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August 2, 1982 



Congressman Albert Gore, Jr. 

c/o U. S. House of Representatives 

Washington, DC 20515 

. Dear Congressman Gore: 

Several days ago Secretary Terrell H. Bell, of the Department of Ed- 
ucation, published a final rule that vrould eliminate sane five hund- 
red institutions from eligibility under the National Direct Student ^ 
loan program. His reason was high default rates, regardless of the 
fact that an institution had met the criteria set.dcwn by law in the 
coll(?ctaon of loans. The law states that institutions inust demon- 
strate due diligence in the collection of NDSL loans to remain eligible. 

Our particular institution became involved in the NDSL program in 
1969/70, and the majority of loans we made in the early 70 *s were 
made to minority students without oo-signers, and without credit 
checks which were not required. The Office of Education had no reg- 
ulations for the collection of these loans, and it wasn't until 
1976 that collection regulations were published. Prior to 1976, 
the Office of Education was reluctant to let any institution turn 
delinquent loans over to collection agencies or file suit for collec- 
tion. In many cases, students were moving or changing jobs so often 
that'we were unable to locate a student after he or she had been out 
of school for any length of time. 

Loans made after 1976 have been much easier to collect, and I am sure 
all institutions are doing a better job in collecting loans made 
after rules were finally published on collections. 

I think it is unjust for an appointed govemrrental official to ig- 
nore the intent of Congress. Secretary Bell is disregarding the 
denonstration of due diligence by institutions as the law requires. 
It certainly imasses hardshios on rrany students that had planned to 
use th«se loans',to attend school and in many cases will be the de- 
ciding fa'Ttor on whether a student from the lew and middle income 
gronps will be able to attend college or not. 

I urge you to vote to veto this proposed rule before it becores 
final. I would also like to hear froTi you as to your feelings 
on this proposed rule. 



s vefy trftily, / 

' C. W. Davidson 
aiainran/Chief Exec. Officer 



Accred'tfd by 

THE ACCREDITING COMMISSION OF THE ASSOCIATION OF INDEPENDENT COLLEGES 
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